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car Customers,
Employees and Shareholders,

['m pleased to report that we continue to enjoy solid growth. We
attribute much of this growth to our loyal customers. businesses,
cmployees, governance, communities, sharcholders and others. Qur
focus on superior customer service remains our top priority. This
focus, combined with our excellent staff, are the primary reasons
for our success.

Rockville Bank has been serving our arca. uninterrupted. since 18358,
In November 2000, we shortened our name from The Savings Bank
of Rockville because we offer a full range of financial services, not
Just savings and mortgages. We also sold a minority interest of
stock in the Bank in May of 2005 to fund our recent extraordinary growth. Rockville Bank enjoyed a
24.17% deposit market share in Tolland County as of June 30. 2006, and we continue to increase our
sharc in Hartford County.

Each year we focus on supporting the communitics we serve. We contribute in many different ways,
including employee volunteerism, sponsorships, donations, and our Scholarship programs for both
academic and vocational students.

We will continue our dedication to our communities, Many of you want o do business with a stable,
independent community bank. Rockville Bank is a great choice. Thank you for your continued
confidence and your business. We appreciate you and we won't disappoint. We're staying
independent. We plan to be here to serve your lifetime financial service needs. We will continue to
offer consistent and fair fees, rates and prices. plus our well-known — Supenior Customer Service.
We're here for the long haul. We want relationships, not hot money.

[ personally invite you to visit any of our 19 branches. Please stop in, introduce yourself, and

see what’s going on in Coventry, East Hartford, East Windsor, Ellington, Enfield, Glastonbury,
Manchester, Rockville, Somers, South Glastonbury. South Windsor, Suificld, Tolland and Vernon.
Our newest branch just opened in Enfield at 660 Enfield Street. And we will be opening a branch in
East Windsor soon at 43 Prospect Hill Road. Don’t forget our four supermarket branches that are open
7 days a week. You may also visit us at www.rockvillebank.com, or our Call Center, 860-291-3600. ..
where a real person will answer the telephone. Please remember to tell others about our Break Up
Kit*™, where we help people change banks by doing all the transfer work for them.

[n closing, thank you again for your trust and for referring us to friends and family. Word of mouth
advertising is the best compliment you can give us. 1f we do things right. and to your satisfaction,
please tell others. If not, please tell me and I'll see what 1 can do about it. | would also like to thank
our Board of Dircctors, senior management and our excellent staff. Without their dedication and
efforts our mission to be “Connecticut’s Best Community Bank™ would not be possible.

Sincerely,

[ A

William J. McGurk
President & Chief Executive Officer

BS. As always, yvour opinion is important to me. Let me hear from vou.
We take banking seriously, but we don 't tuke ourselves too seriously.




“Never underestimate the power of a caring attitude.

serving your financial needs.”

Betty R. Sullivan
Chairman of the Board

{Left to right back) Stuart E. Magdefrau, Founding Partner, Magdefrau, Renner &
Ciaffaglione LLG, GPAs; Michael A, Bars, Pariner, Kahan, Kerensky & Capossela, LLP;
C. Perry Chilberg, Vice President, Majority Owner, Bergson Tire, Co., Inc.;

David A. Engelson, Executive Director, Hockanum Valley Community Council, inc.;
Raymond H. Lefurge, Jr. {Front) Thomas S. Mason, Former President and Treasurer, L. Bisself and Son, Inc.;
Vice Chairman of the Board  Peter F. Qlson, Owner, Ladd & Hall Co., Inc.

That's what you'll get from our independent community bank. ..

Mission Statement

“Qur mission is to be Connecticut’s Best Community Bank by providing superior
customer service to individuals, families, professionals and businesses in our
market area. We measure our success in terms of satisfied customers and pledge
to maintain our independence to best serve our communities.”

Joseph F. Jeamel, Jr.
Chief Operating Officer

{Left to right) Christopher E. Buchholz, Senior Vice President, Senior Commercial
Banking Officer; Charles J. DeSimone, Jr, Senior Vice President, Chief Risk & Credit
Officer, Laurie A. Rosner, Senior Vice President, Marketing & Administrative Services
Officer: Gregary A. White, Senfor Vice President, CFO/Treasurer; Darlene S. White,
Senior Vice President, Operations Officer; Richard ). Trachimowicz, Senior Vice
President, Retail Banking Officer; Kristen A. Johnson, Senior Vice President, Human
Resources & Organizational Development Officer.
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n June 16, 1858, Rockville Bank opencd
@its doors for its first day of business,

declaring $175.00 in total assets, Twenty
local businessmen got together and incorporated
this bank to serve community needs. The by-laws
of this newly formed bank outlined how job
tasks were divided, grouped and coordinated.
The initial organization consisted of a President,
Vice President, Secretary and Treasurer along with
“a Board of Directors not less than five nor more
than eleven.” Early rules were strange by today's
standards. For example, no one was able to deposit
more than four hundred dollars in any one year, no
loans could be made to insiders, and the Bank, then
as now, was heavily governed by regulatory bodies.
The primary goal was to help Rockville citizens by
taking all monies received and making loans to
local families to help them own their own homes.
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“We'll be here for years to
come to pursue growth and other
opportunities to maximize
our future together.”

The founding fathers’ vision is still valid. Our
original commitment continues today in an
expanded version. We want our communitics
to grow and our customers to be successful in
achieving their individual goals.

ockville Bank is your local community
Rbank. We care about you, your business,
your community and your financial
future. No matter the size of your family or
your business, we have the financial services you
need. If you want a community bank,
come see us. We want you, your business and
your community to prosper. If you’re a customer
now, thank you for banking with us.
[f not, please consider this a personal invitation
to sample our Superior Customer Service. As
always, we will appreciate your business.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

& Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 For the Fiscal
Year Ended December 31, 2006
OR

O Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Commission File Number: 000-51239

ROCKVILLE FINANCIAL, INC.

(Exact name of registrant as specified in its charter}

Connecticut 30-0288470
(State or other jurisdiction of incorporation or organization) (LR.S. Employer ldentification No.)
25 Park Street, Rockville, Connecticut 06066
{Address of principal executive officers) (Zip Code)

(860) 291-3600

{Repgistrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b} of the Act: None
Securities registered pursuant to Section 12(g) of the Act:

Title of Class Name of each exchange where registered
Common Stock, no par value National Association of Securities Dealers

Indicate by check mark whether the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
O Yes. B No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15 (d) of the Act.
OYes. M No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. M1 Yes 00 No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 4035 of Regulation S-K is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by
reference in Part 11l of this Form 10-K or any amendment to this Form 10-K. O

Indicate by checkmark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See
definition of “accelerated filer and large accelerated filer” in Rule 12B-2 of the Exchange Act

Large accelerated filer O Accelerated filer M  Non-accelerated filer 0
Indicate by checkmark whether the registrant is a shell company (as defined in Rule 12B-2 of the Act). Yes [] No

The aggregate market value of voting and non-voting common equity held by non-affiliates of Rockville Financial, Inc. as
of June 30, 2006 was $106.8 million based upon the closing price of $14.72 as of June 30, 2006, the last day of the
registrant’s most recently completed second quarter. Directors and officers of the Registrant are deemed to be affiliates
solely for the purposes of this calculation.

As of February 28, 2007, there were 19,574,640 shares of Registrant’s common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive proxy statement for its Annual Meeting of Stockholders, expected to be filed pursuant
to Regulation 14A within 120 days after the end of the 2006 fiscal year, are incorporated by reference into Part 11 of this
Report on Form 10-K.
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ROCKVILLE FINANCIAL, INC.

Part 1

FORWARD-LOOKING STATEMENTS

This Form 10-K contains forward-looking statements that are within the meaning of the Private
Securities Litigation Reform Act of 1995. Such statements are based upon the current beliefs and
expectations of our management and are subject to significant risks and uncertainties. These risks
and uncertainties could cause our results to differ materially from those set forth in such forward-
looking statements.

Forward-looking siatements can be identified by the fact that they do not relate strictly to historical
or current facts. Words such as “believes,” “anticipates,” “expects,” “intends,” “plans,” “estimates,”
“targeted” and similar expressions, and future or conditional verbs, such as “will,” “would,”
*should,” “could” or “may,” are intended to identify forward-looking statements but are not the only
means to identify these statemnents.

LLITY 2 RENTS

Forward-looking statements involve risks and uncertainties. Actual conditions, events or results may
differ materially from those contemplated by a forward-looking statement.

Factors that could cause this difference — many of which are beyond our control - include the
following, without limitation:

» Local, regional and national business or economic conditions may differ from those expected.

s  The effects of and changes in trade, monetary and fiscal policies and laws, including the U.S.
Federal Reserve Board’s interest rate policies, may adversely affect our business.

s The ability to increase market share and control expenses may be more difficult than
anticipated.

e  Changes in laws and regulatery requirements (including those conceming taxes, banking,
securities and insurance) may adversely affect us or our businesses.

» Changes in accounting policies and practices, as may be adopted by regulatory agencies, the
Pubiic Company Accounting Oversight Board or the Financial Accounting Standards Board,
may affect expected financial reporting.

¢ Future changes in interest rates may reduce our profits which could have a negative impact on
the valug of our stock.

s  We are subject to lending risk and could incur losses in our loan portfolio despite our
underwriting practices. Changes in real estate values could also increase our lending risk.

e Changes in demand for loan products, financial products and deposit flow could impact our
financial performance.

e  Strong competition within our market area may limit our growth and profitability.
*  We may not manage the risks involved in the foregoing as well as anticipated.

*  We recently opened new branches which may not become profitable as soon as anticipated, if
at all.

Any forward-looking statements made by or on behalf of us in this Form 10-K speak only as of the
date of this Form 10-K. We do not undertake to update forward-looking statements to reflect the
impact of circumstances or events that arise after the date the forward-looking statement was made.
The reader should, however, consult any further disclosures of a forward-looking nature we may
make in future filings.
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Item 1. Business

General

Rockville Financial, Inc., (the “Company™), a state-chartered mid-tier stock holding company was
formed in Connecticut on December 17, 2004 to reorganize Charter Qak Community Bank Corp.
from a state-chartered mutual holding company to a state-chartered two-tier mutual and stock
holding company. The reorganization and initial stock issuance was completed on May 20, 2005,
and fifty-five percent of the Company’s common stock was issued to Charter Oak Community Bank
Corp., a Connecticut-chartered mutual holding company, which changed its name to Rockville
Financial MHC, Inc. as part of the reorganization. The Company holds all of the common stock of
Rockville Bank (*the Bank™}. The Federal Reserve Board regulates the Company, a mid-tier stock
holding company, and its parent, Rockville Financial MHC, Inc., the top-tier mutual holding
company,

The Bank is a state-chartered savings bank organized in Connecticut in 1858 that provides a full
range of banking services to consumer and commercial customers through its main office in
Rockville, CT, seventeen branches located in Hartford and Tolland counties in Connecticut and 34
automated teller machines (“"ATM”), including 10 stand-alone ATM facilities. The Bank is regulated
by the State of Connecticut Departinent of Banking and the Federal Deposit Insurance Corporation
(the “FDIC”). The Bank’s deposits are insured to the maximum allowable under the Deposit
Insurance Fund, which is administered by the Federal Deposit Insurance Corporation. The Bank is a
member of the Federal Home Loan Bank.

The Company strives to remain a leader in meeting the financial service needs of the local
community and to provide quality service to the individuals, families, professionals and businesses
in the market areas it serves. Rockville Bank is a community-oriented provider of traditional banking
products and services to business organizations and individuals, offering products such as
residential, commercial real estate, commercial business and consumer loans and a variety of deposit
products,

The Company’s business philosophy is to remain an independent, community-oriented franchise and
to continue to focus on providing superior customer service to meet the financial needs of the
communities in which we operate. Current strategies include expanding our banking network by
pursuing new branch locations and branch acquisition opportunities in our market area, continuing
our residential mortgage lending activities and expanding our commercial real estate and commercial
business lending activities.

The Company employed 189 full-time equivalent employees at December 31, 2006, Management of
the Company and the Bank are substantially identical. The Company does not own or lease any
property but instead uses the premises, equipment and furniture of the Bank.

Competition

We face competition within our market area both in making loans and attracting deposits. Hartford
and Tolland Counties have a high concentration of financial institutions including large commercial
banks, community banks and credit unions. Some of our competitors offer products and services that
we currently do not offer, such as trust services and private banking. As of June 30, 2006, based on
the FDIC’s most recent annual Summary of Deposits Report, our market share of deposits
represented 24.2% of deposits in Tolland County, the second largest market share in that county, and
1.8% of deposits in Hartford County.

Our competition for loans and deposits comes principally from commercial banks, savings
institutions, mortgage banking firms and credit unions. We face additional competition for deposits
from money market funds, brokerage firms, mutual funds and insurance companies. Qur primary
focus is to build and develop profitable customer relationships across all lines of business while
continuing to support the communities within our service area.

Market Area

We operate in a primarily suburban market area that has a stable population and household base. All
of our offices are located in Hartford and Tolland Counties, Connecticut. Qur market area is located
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ROCKVILLE FINANCIAL, INC.

in the north central part of Connecticut including, in part, the eastern part of the greater Hartford
metropolitan area. Our main office is located in Rockville and is Jocated approximately 15 miles
from Hartford. Hartford and Tolland Counties have a mix of industry groups and employment
sectors, including services, wholesale/retail trade and manufacturing as the basis of the local
economy. Qur primary market area for deposits includes the communities in which we maintain our
banking office locations. Our primary lending area is broader than our primary deposit market arca
and includes all of Hartford and Tolland Counties, and parts of the adjacent Windham and
Middlesex Counties. In addition to our primary lending areas we have expanded lending activities to
include an out of state regional commercial real estate lending program.

Lending Activities

Historically, our principal lending activity has been the origination of first mortgage loans for the
purchase or refinancing of one-to-four family residential real estate, One-to-four family residential
real estate mortgage loans represented $640.1 million, or 61.5%, of our Joan portfolio at December
31, 2006. We also offer commercial real estate loans, commercial business loans, construction
mortgage loans and consumer loans. Commercial real estate loans totaled $232.6 million, or 22.3%,
of our total loan portfolio at December 31, 2006. Commercial business loans totaled $97.2 million,
or 9.3%, of our total loan portfolio at December 31, 2006, Construction mortgage leans totaled $63.9
million, or 6.1%, of our loan portfolio at December 31, 2006. Consumer loans, consisting primarily
of loans on new and used automobiles, loans secured by deposit accounts and unsecured personal
loans, totaled $7.6 million, or (.7%, of our total loan portfolio at December 31, 2006. As of
December 31, 2006, loans te borrowers engaged in similar activities did not exceed 10% of total
loans outstanding. The largest exposure to a related group was $17.4 million at December 31, 2006
largely due to the purchase of adjustable rate mortgages loans from two mortgage banking firms.
These loans are performing according to their terms. Our net deferred loan fees and premiums
totaled $1.8 million at December 31, 2006 largely due to the purchase of adjustable rate mortgage
loans from two mortgage banking firms.

The composition of the Bank’s loan portfolio was as follows at the dates indicated:

At December 31,

2606 2005 2004 2003 2002

Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent

{Dollars in Thousands)

Real estate loans:

Residential $640,076  61.46% $557.306  64.31%  $450,054  64.21% §334,625  62.73% $296245  61.19%

Commercial 232,550 22.33 149,006 17.19 136,594 19.49 122,600 22.99 118,256 24.43

Construction 63,902 6.14 47,105 5.44 22,067 3.15 14,535 212 13,367 2.76
Commercial business

loans 97,234 934 109,099 12.59 88,700 12.66 58,683 11.00 53,324 11.02
Installment, collateral

and other loans 7,607 0.73 4,119 0.47 3,473 0.49 2,970 0.56 2,915 0.60

Tatal loans

1,041,369 100.00% 866,635 100.00% 700888 100.00% 533413 100.00% 484,107 100.00%

Net deferred loan
fees and premiums 1,813 1,740 1,732 40 (1,358}
Allowance for loan

losses (9.827) (B.673) (6,371) (4.971) (5.168)
Loans, net $1,033,355 $859,700 $696,249 $528,482 $477,581
(1) Residential mortgage loans include one-to-four family mortgage loans, home equity loans, and home equity lines
of credit.
(2) Construction loans are reported net of undisbursed construction loans of $93.6 million, $64.1 million, $23.0

million, $3.0 million and $5.1 million as of December 31, 2006, 2005, 2004, 2003 and 2002, respectively.

Residential Mortgage Loans: One of our primary lending activities consists of the origination of
one-to-four family residential mortgage loans that are primarily secured by properties located in
Tolland and Hartford Counties. Of the $640.1 million one-to-four family residential morigage loans
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at December 31, 2006, $75.5 million were fixed rate home equity loans and $91.3 million consisted
of balances outstanding on home equity lines of credit. Generally, one-to-four family residential
mortgage loans are originated in amounts up to 80% of the lesser of the appraised value or purchase
price of the property, with private mortgage insurance required on loans with a loan-te-value ratio in
excess of 80%. We usually do not make loans with a loan-to-value ratio in excess of 97% for loans
secured by single-family homes. Fixed rate mortgage loans generally are originated for terms of 10,
15,20, 25 and 30 years. Typically, all fixed rate residential mortgage loans are underwritten
according to Freddie Mac policies and procedures. Fixed rate residential mortgage loans are
periodically sold in the secondary market. We will usually retain the servicing rights for all loans
that we sell in the secondary market. We originated $83.2 million of fixed rate one-to-four family
residential loans during the year ended December 31, 2006, none of which were sold in the
secondary market.

We also offer adjustable-rate mortgage loans for one-to-four family properties, with an interest rate
which adjusts annually based on the one-year Constant Maturity Treasury Bill Index, after either a
one-, three-, four-, five-, seven-, or nine-year initial fixed rate period. We originated $103.0 million
of adjustable rate one-to-four family residential loans during the year ended December 31, 2006,
Additionally, we purchased $27.4 million in adjustable rate mortgages from two local mortgage
banking firms during the year ended December 31, 2006, Our adjustable rate mortgage loans
generally provide for maximum rate adjustments of 200 basis points per adjustment, with a lifetime
maximum adjustment up to 6%, regardless of the initial rate. Our adjustable rate mortgage loans
amortize over terms of up to 30 years.

Adjustable rate mortgage loans decrease the risk associated with changes in market interest rates by
periodically repricing, but involve other risks because, as interest rates increase, the underlying
payments by the borrower increase, thus increasing the potential for defauit by the borrower. At the
same time, the marketability of the underlying collateral may be adversely affected by higher interest
rates. Upward adjustment of the contractual interest rate is also limited by the maximum periodic
and lifetime interest rate adjustments permitted by our loan documents and, therefore, the
effectiveness of adjustable rate mortgage loans may be limited during periods of rapidly rising
interest rates. Of our one-to-four family residential loans, $330.4 million, or 51.6%, had adjustable
rates of interest at December 31, 2006.

In an effort to provide financing for low and moderate income home buyers, we offer a first time
home buyer program at reduced rates and favorable closing costs. This program allows the first time
home buyer to borrow with lower down payment requirements, lower origination points, and
reduced fees. These loans are offered with adjustable rates of interest at terms of up to 30 years.
Such loans are secured by one-to-four family residential properties. All of these loans are originated
using government agency underwriting guidelines.

All residential mortgage loans thal we originate include “due-on-sale” clauses, which give us the
right to declare a loan immediately due and payable in the event that, among other things, the
borrower sells or otherwise disposes of the real property. We also require homeownet’s insurance
and, where circumstances warrant, flood insurance on properties securing real estate loans. At
Dccember 31, 2006, our largest residential mortgage loan had a principal balance of $1.3 million.
This loan is performing in accordance with its repayment terms.

We also offer home equity loans and home equity lines of credit, both of which are secured by
owner-occupied one-to-four family residences. At December 31, 2006, home equity ioans and equity
lines of credit totaled $166.8 million, or 16.0%, of total loans. At December 31, 2006, the
unadvanced amounts of home equity lines of credit totaled $101.7 million. The underwriting
standards utilized for home equity loans and home equity lines of credit include a determination of
the applicant’s credit history, an assessment of the applicant’s ability to meet existing obligations
and payments on the proposed loan and the value of the collateral securing the ioan. Home equity
loans are offered with fixed rates of interest and with terms up to 15 years. The loan-to-value ratio
for our home equity loans and our lines of credit is generally limited to no more than 90%. Qur home
equity lines of credit have ten year terms and adjustable rates of interest which are indexed to the
prime rate, as reported in The Wall Street Journal. Interest rates on home equity lines of credit are
generally limited to a maximum rate of 18% per annum.
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Commercial Real Estate Loans: We originate commercial real estate loans and loans on owner
occupied properties used for a variety of business purposes including small office buildings,
industrial facilities and retail facilitics. These projects arc generally located in our primary market
arca. At December 31, 2006, commercial mottgage loans totaled $232.6 million, or 22.3%, of total
loans. Our commercial real estate underwriting policies provide that typically such real estate loans
may be made in amounts of up to 80% of the appraised value of the property provided such loan
complies with our current loans-to-one borrower limit. Qur commercial real estate loans may be
made with terms of up to 20 years with 25 year amortization schedules and are offered with interest
rates that are fixed or adjust periodically and are generally indexed to the Federal Home Loan Bank
of Boston Classic Advance Rates. In reaching a decision on whether to make a commercial reat
estate loan, we consider gross revenues and the net operating income of the property, the borrower’s
expertise, business cash flow and credit history, and the appraised value of the underlying property.
In additicn, with respect to commercial real estate rental properties, we will also consider the tcrms
and conditions of the leases and the credit quality of the tenants. We typically requirc that the
properties securing these real estate loans have debt service coverage ratios (the ratio of earnings
before interest, taxes, depreciation and amortization divided by interest expense and current
maturities of long term debt) of at least 1.15 times. Environmental surveys are generally required for
commercial real estate loans. Generally, commercial real estate loans made to corporations,
partnerships and other business entities require personal guarantees by the principals and owners of
20% or more of the entity.

A commetrcial borrower’s financial information is monitored on an ongoing basis by requiring
periodic financial statement updates, payment history reviews and typically includes periodic face-
to-face meetings with the borrower. We generally require commercial borrowers to provide updated
financial statements and federal tax retumns annually. These requirements also apply to all guarantors
on commercial loans. We also require borrowers with rental investment property to provide an
annual report of income and expenses for the property, including a tenant list and copies of lcases, as
applicable. The largest commercial real estate loan or commitment as of December 31, 2006 was a
loan commitment for $15.9 million.

Loans secured by commercial real estate, including multi-family properties generally involve larger
principal amounts and a greater degree of risk than one-to-four family residential mortgage loans.
Because payments on loans secured by commercial real estate, including multi-family properties, are
often dependent on successful operation or management of the properties, repayment of such loans
may be affected by adverse conditions in the real estate market or the cconomy.

Commercial Construction Loans: We offer commercial construction loans including rcal estate
subdivision development loans to licensed contractors and builders for the construction and
development of commercial real estate projects and one-to-four family residential properties. Al
December 31, 2006, commercial construction loans totaled $59.6 million, which amounted to 5.7%,
of total loans outstanding. At December 31, 2006, the unadvanced portion of these construction
loans totaled $91.1 million. Qur commercial real estate underwriting policies provide that typically
such real estate loans may be made in amounts of up to 80% of the appraised value of the property
provided such loan complies with our current loans-to-one borrower limit. We extend loans to
residential subdivision developers for the purpose of land acquisition, the development of
infrastructure and the construction of homes. Advances are determined as a percentage of cost or
appraised value (whichever is less) and the project is physically inspected prior to each advance. We
typically limit the numbers of model homes financed by a customer, with the majority of
construction advances supported by purchase contracts. As of December 31, 2006 the single largest
outstanding commercial construction loan commitment on a single residential subdivision totaled
$8.2 million, which is performing according to its terms.

Residential Construction Loans: We originate construction loans to individuals and contractors
for the construction and acquisition of personal residences. At December 31, 2006, residential
construction mortgage loans amounted to $4.3 million, or 0.4%, of total loans. At December 31,
2006, the unadvanced portion of these construction loans totaled $2.5 million.

Our construction mortgage loans generally provide for the payment of interest only during the
construction phase, which is typically up to nine months although our policy is to consider
construction periods as long as 12 months. At the end of the construction phase, the construction
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loan converts to a long-term mortgage loan. Construction loans can be made with a maximum loan-
to-value ratio of 80%. At December 31, 2006, our largest residential construction mortgage loan
commitment was for $425,000, $350,000 of which had been disbursed. This loan is performing
according to its terms. Construction loans to individuals are generally made on the same terms as our
one-to-four family mortgage loans.

Before making a commitment to fund a residential construction loan, we require an appraisal of the
property by an independent licensed appraiser. We also review and inspect each property before
disbursement of funds during the term of the construction loan. Loan proceeds are disbursed after
inspection based on the percentage of completion methed.

Construction financing is generally considered to involve a higher degree of credit risk than longer-
term financing on improved, owner-occupied real estate. Risk of loss on a construction loan depends
largely upon the accuracy of the initial estimate of the value of the property at completion of
construction compared to the actual cost (including interest) of construction and other assumptions.
If the estimate of construction cost is inaccurate, we may be required to advance funds beyond the
amount originally committed in order to protect the value of the property. Additionally, if the
estimate of value is inaccurate, we may be confronted with a project, when completed, with a value
that is insufficient to assure full payment.

Commercial Business Loans: At December 31, 2006, we had $97.2 million in commercial
business loans, of which $35.6 million were guaranteed by either the Small Business Administration
(*SBA™) or the United States Department of Agriculture (“USDA™). We occasionally purchase
USDA guaranteed loans in the secondary loan market from various experienced brokers. These loans
carry a variable rate and adjust on a quarterly basis using the prime rate as the base index. There is
no risk of principal or accrued interest loss up to loan payment dates, as we only purchased the
guaranteed portion of the loan. The guarantec is that of the full faith and credit of the United States
of America. We determine the loans to be purchased based on net yield, borrower credit rating, size
and the business segment composition of the existing portfolio. Monthly payments are received
directly from the original lending institution. As of December 31, 2006, of the $35.6 million
guaranteed loans, $1.4 million are SBA loans originated by us, $34.1 million and $167,000 were
purchased and are fully guaranteed by the USDA and the SBA, respectively. In addition to the SBA
and USDA loans, our commercial business loan portfolio at December 31, 2006 included $23.8
million in revolving business lines of credit and $37.8 million in commercial business term loans.
Total commercial business loans amounted to 9.3% of total loans as of December 31, 2006.

We make commercial business loans primarily in our market area to a variety of professionals, sole
proprietorships and small businesses. Commercial business lending products include term loans and
revolving lines of credit. The maximum amount of a commercial business loan is limited by our
loans-to-one-borrower limit (15% of equity capital and our allowance for loan losses, pursuant to
Connecticut law) to which there were no exceptions as of December 31, 2006. Such loans are
generally used for longer-term working capital purposes such as purchasing equipment or financing
short term cash needs. Commercial business loans are made with either adjustable or fixed rates of
interest. Variable rates are based on the prime rate, as published in The Wall Street Journal, plus a
margin. Fixed rate commercial loans are set at a margin above the Federal Home Loan Bank
comparable advance rate.

When making commercial business loans, we consider the financial statements of the borrower, our
lending history with the borrower, the debt service capabilities of the borrowet, the projected cash
flows of the business and the value of the collateral. Commercial business loans are generally
secured by a variety of collateral, primarily accounts receivable, inventory and equipment, and are
supported by personal guarantees, Depending on the collateral used to secure the loans, commercial
business loans are typically made up to 80% of the value of the loan collateral. We do not typically
make unsecured commerciat business loans greater than $100,000.
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Commercial business loans generally have greater credit risk than residential mortgage loans. Unlike
residential mortgage loans, which generally are made on the basis of the borrowet’s ability to make
repayment from his or her employment or other income, and which are secured by real property
whose value tends to be more easily ascertainable, commercial business loans generally are made on
the basis of the borrower’s ability to repay the loan from the cash flow of the borrower’s business.
As a result, the availability of funds for the repayment of commercial business loans may depend
substantially on the success of the business itself. Further, any collateral securing the loans may
depreciate over time, may be difficult to appraise and may fluctuate in value. We seek to minimize
these risks through our underwriting standards. At December 31, 2006, our largest commercial
business loan commitment was $15.0 million. In addition to the commercial business loans
discussed above, we had $17.6 million in outstanding letters of credit as of December 31, 2006.

Installment, Collateral and Other Loans: We offer a limited range of installment and collateral
consumer loans, principally to customers residing in our primary market area with acceptable credit
ratings. Our installment and collateral consumer loans generally consist of loans on new and used
automobiles, loans collateralized by deposit accounts and unsecured personal loans, Installment and
collateral consumer loans totaled $7.6 million, or 0.7% of our total loan portfolio at December 31,
2006.

Origination, Purchasing and Servicing of Loans: All loans originated by us are underwritten
pursuant to our policies and procedures. We originate both adjustable rate and fixed rate loans. Our
ability to originate fixed or adjustable rate loans is dependent upon the relative customer demand for
such loans, which is affected by the current and expected future level of interest rates.

Generally, we retain in our portfolio all loans that we originate, however, for strategic reasons,
including our interest rate risk management objectives, we petiodically sell residential mortgage
loans which conform to the underwriting standards specified by Federal Home Loan Mortgage
Corporation (“Freddie Mac™). We also sell all mortgage loans insured by the Connecticut Housing
Finance Authority (“CHFA™). All one-to-four family loans that we sell are sold pursuant to master
commitments negotiated with Freddie Mac and are sold on a non-recourse basis. Historically, in
such instances, our loans have been typically sold to either Federal National Mortgage Association
(“Fannie Mae™) or Freddie Mac, and we have retained the rights to service those loans. We currently
have no reason to believe our practices will change in the near future. However, we currently have
no plans to sell residential mortgage loans. Depending on interest rate levels at the time of any such
sale, loans may be sold at either a net gain or a net loss. Additionally, there is no guarantee we will
be able to reinvest the proceeds from any future loan sales at interest rates comparable to the interest
rates on the loans that are sold. Reinvestment in loans with lower interest rates would result in lower
interest income on the reinvested proceeds compared to the interest income previously generated by
the loans that were sold.

At December 31, 2006, the Company was servicing loans sold in the amount of $20.8 million. Loan
servicing includes collecting and remitting loan payments, accounting for principal and interest,
contacting delinquent mortgagors, supervising foreclosures and property dispositions in the event of
unremedied defaults, making certain insurance and tax payments on behalf of the borrowers and
generally administering the loans.

In addition to purchasing loans guaranteed by the USDA or SBA, the Company purchases adjustable
rate one-to-four family residential mortgage loans from two local mortgage banking firms licensed
with the Connecticut Department of Banking. These local mortgage bankers are not employed by the
Company and sell their loans based on relationships and competitive pricing. During the year ended
December 31, 2006, the Company purchased $27.4 million in adjustable rate loans from two local
mortgage banking firms.
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Loan Maturity Schedule

The following table sets forth the loan maturity schedule at December 31, 2006:

Real estate loans:
Residential
Commercial
Construction

Commercial business
loans

Installment, collateral
and other loans

Total

Loans Maturing

After One
Within One But Within After Five
Year Five Year Years Total
(In Thousands)

$ 746 $ 21.516 5 617,814 $ 640,076
15,928 22,691 193,931 232,550
12,323 22,677 28,902 63,902
26,012 28,325 42,897 97,234
152 5,495 1,960 7,607
$ 55,161 $ 100,704 $ 885,504 $1,041,369

Loans Contractually Due Subsequent to December 31, 2007

The following table sets forth the scheduled repayments of fixed and adjustable rate loans at
December 31, 2006 that are contractually due after December 31, 2007:

Real estate loans:
Residential™
Commercial
Construction

Commercial business loans

Installment, collateral and other loans

Total loans

Due After December 31, 2007
Fixed Adjustable Total
(En Thousands)

$ 309,481 $329.849  $639,330
63,379 153,243 216,622

12,569 39,010 51,579
14,852 56,370 71,222
6,006 1,449 7,455

$406,287 $579921  $986,208

(1) Residential morigage loans include one-to-four family mortgage loans, home equity loans, and home equity lines of credit,

Loan Approval Procedures and Authority: The Company’s lending activities follow written,
non-discriminatory, underwriting standards and loan origination procedures established by the
Bank’s Board of Directors. The loan approval process is intended to assess the borrower’s ability to
repay the loan, the viability of the loan, and the adequacy of the value of the property that will secure
the loan, if applicable. To assess the borrower’s ability to repay, we review the employment and
credit history and information on the historical and projected income and expenses of borrowers.

The Company’s policies and loan approval limits are established by the Bank’s Board of Directors.
The Board cf Dircctors has designated lending authority based on officer level and loan type to a
limited group of officers to approve loans of various amounts up to $500,000. The President, Senior
Vice President, Senior Commercial Banking Officer and the Senior Vice President, Chief Risk and
Credit Officer can approve loans for up to and including $1.0 million. Loans over $1.0 million up to
$4.0 miltion are approved by the Board of Director’s Lending Committee. Loans above $4.0 million

must be approved by the Board of Directors.
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Non-performing and Problem Assets

Delinquency notices are mailed monthly to all delinguent borrowers, advising them of the amount of
their delinquency. When a loan becomes more than 30 days delinquent, the Bank sends a letter
advising the borrower of the delinquency. The borrower is given 30 days to pay the delinquent
payments or to contact Rockville Bank to make arrangements to bring the loan current over a longer
period of time. If the borrower fails to bring the loan cutrent within 90 days from the original due
date or to make arrangements to cure the delinquency over a longer period of time, the matter is
referred to legal counsel and foreclosure or other collection proceedings are started. We may
consider forbearance in select cases where a temporary loss of income might result, if a reasonable
plan is presented by the borrower to cure the delinquency in a reasonable period of time after his or
her income Tesumes.

All non-commercial mortgage loans are reviewed on a regular basis, and such loans are placed on
nonaccrual status when they become more than 90 days delinguent. Commercial real estate and
commercial business loans are evaluated for nonaccrual status on a case-by-casc basis, but are
typically placed on a nonaccrual status when they become more than 90 days delinquent. When
loans are placed on nonaccrual status, unpaid accrued interest is reversed, and further income is
recognized only (o the extent received. For the year ended December 31, 2006, $52,000 of interest
income related to troubled debt restructurings was recorded.

Classified Assets: Under our internal risk rating system, we currently classify loans and other assets
considered to be of lesser quality as “substandard,” “doubtful” or “loss” assets. An asset is
considered “substandard” if it is inadequately protected by either the current net worth or the paying
capacity of the obligor or by the collateral pledged, if any. “Substandard” assets include those
characterized by the distinct possibility that the institution will sustain some loss if the deficiencies
are not corrected. Assets classified as “doubtful” have all of the weaknesses inhetent in those
classified “substandard,” with the added characteristic that the weaknesses present make collection
or liquidation in full, on the basis of currently existing facts, conditions, and values, highly
questionable and improbable. Assets classified as “loss” are those considered uncollectible and of
such little value that their continuance as assets without the establishment of a specific loss reserve is
not warranied.

An institution insured by the Federal Deposit Insurance Corporation is required to establish general
allowances for loan losses in an amount deemed prudent by management for loans classified
substandard or doubtful, as well as for other problem loans. General allowances represent loss
aflowances which have been established to recognize the inherent losses associated with lending
activitics, but which, unlike specific allowances, have not been allocated to particular problem
assets. When an insured institution classifies problem asscts as “loss,” it is required either to
establish a specific allowance for losses equal to 100% of the amount of the asset so classified or to
charge off such amount.

On the basis of management’s review of its assets, at December 31, 2006 we had classified $10.7
million of our assets as substandard and $397,000 as doubtful. At December 31, 2006 there were no
assets classified as loss.

The loan portfolio is reviewed on a regular basis to determine whether any loans require risk
classification or reclassification, Not all classified assets constitute non-performing assets.
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Loan Delinguencies

The following table sets forth certain information with respect to our loan portfolio delinquencies at
the dates indicated.

Loans Delinquent For Total
60-89 Days 90 Days and Over
Number Amount Number Amount Number Amount

(Dollars in Thousands)

At December 31, 2006

Residential’" 2 $ 110 4 $ 422 6 $ 532

Commercial 2 394 2 311 4 705

Construction - - - - - -

Commercial business

loans - - 3 114 3 114

Installment, coliateral

and other loans 1 1 5 8 6 9
Total 5 $ 505 14 $ 855 16 $ 1,360

At December 31, 2005

Residential®"! - $ - 11 $ 821 i1 $ 821

Commercial 1 22 3 5,564% 4 5,586

Construction - - - - - -

Commercial business

loans - — 4 172 4 172

Installment, collateral

and other loans 1 6 1 6 2 12
Total 2 $ 28 19 $ 6,563 21 $ 6,591

At December 31, 2004

Residential®” 10 $ 1,170 3 $ 423 13 $ 1,593

Commercial - - 2 598 2 598

Construction - - - - - -

Commercial business

loans 3 72 9 326 12 398

Installment, collateral

and other loans 6 10 2 6 8 16
Total 19 $ 1,252 16 $ 1,353 35 $ 2,605

{1)  Residential mortgage loans include onc-to-four family mortgage loans, home equity loans, and home equity lines of
credit,

{2) Balance includes a $4.9 million loan that is fully guaranteed by the United States Agriculture Department and was
repaid in full in January 2006.
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Non-performing Assets: The table below sets forth the amounts and categories of our non-
performing assets at the dates indicated. Once a loan is 90 days delinquent or either the borrower or
the loan collateral experiences an event that makes collectibility suspect, the loan is placed on
“nonaccrual” status. Company policy requires six months of continuous payments in order for the
loan 1o be removed from nonaccrual status.

At December 31,

2006 2005 2004 2003 2002

{Dollars in Thousands)
Nonaccrual loans:

Residential'” $ 422 $ 821 $ 423 $ 305 5 767
Commercial 31 667 598 - 345
Construction - - - - -
Commercial business loans 114 172 326 1,478 515
Installment, collateral and other
loans 8 6 6 - 10
Total nonaccrual loans'”’ 855 1,666 1,353 1,783 1,637
Accruing loans past due 90 days or
more - 4,897% - 249 -
Other accruing loans 78 - - - -
Troubled debt restructurings 560 614 1,045 281 -
Total non-performing loans 1,493 7,177 2,398 2,088 1,637
Real estate owned - - 150 - -
Other non-performing assets - - - 268 188
Total non-performing assets $ 1,493 $ 7177 $ 2,548 $ 2,356 $ 1,825
Total non-performing loans to total
loans 0.14%  0.83%" 0.34% 0.39% 0.34%
Total non-performing loans to total
assets 0.12% 0.68% 0.27% 0.29% 0.24%

(1) Residential mortgage toans include one-to-four family mortgage loans, home equity loans, and home equity lines of
credit.

(2) The amount of income that was contractually due but not recognized on nonaccrual loans totaled $52,000 and $59,000
for the years ended December 31, 2006 and 2005, respectively.

(3} The loan is fully guarantecd by the Smal) Business Administration.

{(4) Balance represents a loan that was fully guaranteed by the United States Agriculture Department and was repaid in full
in January 2006.

(5) The ratio is 0.26% when excluding the $4.9 million fully guaranteed United States Department of Agriculture loan that
was past due 90 days and still accruing as of December 31, 2005 which was repaid in full in January, 2006.

(6) The ratio is 0.22% when excluding the $4.9 million fully gearanteed United States Departrent of Agriculture loan that
was past due 90 days and still accruing as of December 31, 2005 which was repaid in full in January, 2006.

Allowance for Loan Losses

The Company utilizes several methodologies in determining an appropriate level of allowance for
loan losses. At the time of loan origination, a risk rating based on a nine point grading system is
assigned to each loan based on the loan officer’s assessment of risk. More complex loans, such as
commercial business loans and commercial real estate, require that our internal independent credit
area further evaluate the risk rating of the individual loan, with the credit area having final
determination of the appropriate risk rating. These more complex loans and relationships receive an
in-depth analysis and periodic review to assess the appropriate risk rating on a post-closing basis
with changes made to the risk rating as the borrower’s and economic conditions warrant. Criticized
assets are further evaluated to determine if risk and possible loss exposure require special allocations
to the allowance for loan losses.
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The methodology for determining the adequacy of the allowance for loan losses contains two key
components: 1) a specific allowance for loans that have been identified as problem loans or for loans
that have an elevated risk profile, including certain impaired or non-performing assets; and 2) a
general valuation allowance for each loan type within the portfolio determined by segregating the
remaining loans by type of loan, risk weighting (if applicable) and payment history.

Specific Allowance: Adversely graded loans are reviewed individually in order to ensure that the
percentage allocation adequately reflects the identified risk level. If the risk level exceeds the
standard percentage allocation, then a specific allowance is established for that loan. A loan is
considered adversely graded when it has a higher than normal risk profile with the possibility of not
receiving timely loan payments and is graded by the degree of risk. Depending on the loan grade, the
type of loan and the degree of collateral protection, a percentage allocation is made in determining
the adequacy of the allowance for loan losses.

General Allowance: The Company establishes a general valuation allowance for loans that reflects
management’s best estimate of probable incurred loan losses as of the balance sheet dates. The
allowance amount is determined by loan type, historical loss experience for that particular loan type,
credit quality trends, delinquency levels, quality of collateral and changes in general economic and
business conditions. The Company’s methodology for assessing the adequacy of the allowance for
loan losses utilized both objective and subjective factors. In recognition of the subjectivity and the
inherent lending risks that are difficult to objectively define in a timely manner, the Company makes
a further supplemental provision to the allowance representing the general allowance. The
unallocated portion of the general allowance decreased to $1.6 million as of December 31, 2006
from $1.9 million as of December 31, 2005. This decrease is a result of the loan portfolio becoming
more seasoned during its continued growth over these periods.

The credit quality of the Company’s loan portfolio is reviewed by a third party risk assessment firm
and by the Company’s internal credit management function. Review findings are reported
petiodically to senior management, the Board Lending Committee and the Board of Directors. This
process is supplemented with several risk assessment tools including monitoring of delinquency
levels, analysis of historical loss experience by loan type, identification of portfolio concentrations
by borrower and industry, and a review of economic conditions that might impact loan quality.
Based on these findings the allowance for each loan type is evaluated. The allowance for loan losses
is calculated on a quarterly basis and reported to the Board of Directors.

Any loan that is 90 or more days delinquent is placed on nonacerual and classified as a non-
performing asset. A loan is classificd as impaired when it is probable that the Company will be
unable to collect all amounts due in accordance with the terms of the loan agreement. In accordance
with Statement of Financial Accounting Standards (“SFAS™) No. 114 (“SFAS 114™), Accounting by
Creditors for Impairment of a Loan, as amended by SFAS No. 118 (“SFAS 118”), Accounting by
Creditors for Impairment for Loan-Income Recognition and Disclosures, an allowance is maintained
for impaired loans to reflect the difference, if any, between the principal balance of the loan and the
present value of projected cash flows, observable fair value or collateral value. SFAS 114 defines an
impaired loan as a loan for which it is probable that the lender will not collect all amounts due under
the contractual terms of the loan.

In addition, the Company’s bank regulatory agencies periodically review the adequacy of the
allowance for loan losses as part of their review and examination processes. The regulatory agencies
may require that the Company recognize additions to the allowance based on their judgments of
information available to them at the time of their review or examination.

Each quarter, management, in conjunction with the Board Lending Committee, evaluates the total
balance of the allowance for loan losses based on several factors some of which are not loan specific,
but are reflective of the inherent losses in the loan portfolio. This process includes, but is not limited
to, a periodic review of loan collectibility in light of historical experience, the nature and volume of
loan activity, conditions that may affect the ability of the borrower to repay, underlying value of
collateral, if applicable, and economic conditions in our immediate market area. First, loans are
grouped by type within each risk weighting classification status, All loans 90 days or more
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delinquent are evaluated individually, based primarily on the value of the collateral securing the loan
and the ability of the borrower to repay as agreed. Specific loss allowances are established as
required by this analysis. All loans for which a specific loss allowance has not been assigned are
segregated by loan type, delinquency status or loan risk rating grade and a loss allowance is
established by using loss experience data and management’s judgment concerning other matters it
considers significant including the current economic environment. The allowance is allocated to
each category of loan based on the results of the above analysis.

This analysis process is both quantitative and subjective, as it requires management to make
estimates that are susceptible to revisions as more information becomes available. Although we
believe that we have established the allowance at levels to absorb probable and estimable losses,
future additions may be necessary if economic or other conditions in the future differ from the
current environment,

Schedule of Allowance for Loan Losses
The following table sets forth activity in the allowance for loan losses for the years indicated.

At or For the Years Ended December 31,

2006 2005 2004 2003 2002

{Dollars in Thousands)

Balance at beginning of year $ 8,675 $ 6,371 < 4971 $ 5,168 $ 4,949
Provision for loan losses 1,681 2,700 2,372 2,100 1,300
Charge-ofts:

Real estate!" (45) - - (228) -

Commercial business toans (498) (591) (1,092) (2,086) (1,114)

Installment and collateral loans {78) (53) (20) {46) (35)

Total charge-offs (621) (646) (1,112) (2.360) (1,149)

Recoveries:

Real estate'” 5 3 75 7 45

Commercial business loans 70 209 55 53 21

Installment and collateral loans 17 10 10 3 2

Total recoveries 92 250 140 63 68

Net charge-offs (529) (396) (972) (2,297) (1,081)
Allowance at end of year $ 9,827 $ 8,675 $ 6371 $ 4,971 $ 5,168
Ratios:
Allowance for loan losses Lo non-

performing loans at end of year 658.20% 120.87% 265.68% 238.07% 315.70%
Allowance for loan losses to total

loans outstanding at end of year 0.94% 1.00% 0.91% 0.93% 1.07%
Net charge-offs to average loans

outstanding 0.05% 0.05% 0.16% 0.45% 0.22%

(1) Real estate loans include one-to-four family residential morigage loans, home equity toans, home equity Jines of credit,
commercial real ¢state and construction loans.

Allocation of Allowance for Loan Losses: The following table sets forth the allowance for loan
losses allocated by loan category, the total loan balances by category, the percent of allowance in
each category to total allowance, and the percent of loans in each category to total loans at the dates
indicated. The allowance for loan losses allocaled to each category is not necessarily indicative of
future losses in any particular calegory and does not restrict the use of the allowance to absorb losses

in other categories.
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At December 31,

2006 2005 2004
% of % of Loans % of % of Loans % of % of Loans
Allowance  Allowance in Category Allowance Allowance in Category Allowance Allowance in Category
for Loan for Loan to Total for Loan for Loan to Total for Loan for Loan to Total
Losses Losses Loans Losses Losses Loans Laosses Losses Loans

(Dollars in Thousands)
Real Estate:

Residential™ £ 1,081 10.70% 61.46% 3 1,035 11.93% 6431% §  9i4 14.35% 64.21%

Commercial 4,241 43116 22.33 3,459 39.88 17.19 2,667 41.85 19.49

Construction 959 9.76 6.14 707 g.15 5.44 33 5.20 315
Commercial business

loans 1,959 19.93 9.34 1,541 17.76 12.59 1,469 23.06 12.66
Installment, collateral

and other 55 0.56 0.73 27 0.31 0.47 21 0.33 0.49
Unallocated general

allowance 1,562 15.89 - 1,906 21.97 - 969 15.21 -
Total allowance for

loan losses 5 9,827 100.00% 100.00% $ 8,675 100.00% 100.00% $ 6371 100.00% 100.00%

At December 31,
2003 2002
% of % of Loans % of % of Loans
Allowance  Allowance in Category Allowance Allowance in Category
for Loan for Loan to Total for Loan for Loan to Total
Losses Losses Loans Losses Losses Loans
(Dollars in Thousands)

Real Estate:

Residential‘" § 706 14.20% 62.73% § 624 12,07% 61.19%

Commercial 2217 44.60 2299 2,296 4443 24,43

Construction 218 4.39 2.72 199 3.85 2.76
Commercial business

loans 1,457 29.31 11.00 1,953 37.79 11.02
Installment, collateral

and other 18 0.36 0.56 31 0.60 0.60
Unaliocated general

allowance 355 7.14 - 65 1.26 -

Total allowance for
loan losses $ 4971 100.00% 100.00% § 5,168 100.00% 100.00%

(1) Residential mortgage loans include one-to-four family mortgage loans, home equity loans, and home equity lines of
credit.

Investment Activities

The Company’s Chief Financial Officer is responsible for implementing its Investment Policy. The
Investment Policy is reviewed annually by management and any changes to the policy are
recommended to and are subject to the approval of the Board of Directors. Authority to make
investments under the approved Investment Policy guidelines is delegated by the Board to
appropriate officers. While general investment strategies are developed and authorized by
management, the execution of specific actions rests with the President, Chief Operating Officer and
Chief Financial Officer whe may act jointly or severally. In addition, two ather officers under the
supervision of the Chief Financial Officer have execution authority that is limited to cash
management transactions. The Chief Financial Officer is responsible for ensuring that the guidelines
and requirements inciuded in the Investment Policy are followed and that all securities are
considered prudent for investment. The Chief Financial Officer is authorized to execute investment
transactions (purchases and sales), generally up to $5 mitlion per transaction without the prior
approval of the Board and within the scope of the established Investment Policy.

In addition, the Company utilizes the services of an independent investment advisor to assist in
managing the investment portfolio. The investment advisor is responsible for maintaining current
information regarding securities dealers with whom the Company is conducting business. A list of
appropriate dealers is provided at least annually to the Board of Directors for approval and
authorization, and new securities dealers are approved prior to the execution of trades. The
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investment advisor, through its assigned portfolio manager, must contact our President, Chief
Operating Officer, or Chief Financial Officer to review all investment recommendations and
transactions and receive approval from one of the authorized individuals prior to execution of any
transaction,

Our Investment Policy requires that all securities transactions be conducted in a safe and sound
manner. Investment decisions must be based upon a thorough analysis of each security instrument to
determine its credit quality and fit within our overall asset/liability management objectives, its effect
on our risk-based capital and the overall prospects for yie!d and/or appreciation.

Investment Securities Portfolio: The following table sets forth the carrying values of our
investment securities portfolio at the dates indicated.

At December 31,
2006 2005 2004
Amortized Amortized Amortized

Cost Fair Value Cost Fair Value Cost Fair Value
{In Thousands)

Available for Sale:
U.S. Government and

agency obligations $ 198 $ 1987 $ 1,974 $§ 1973 § 1994 § 1984
U.S. Government

sponsored enterprises 58,991 58,584 35,999 35,493 24,160 24,053
Mortgage-backed securities 45,953 45,362 57,324 56,371 67,290 67,359
Corporate debt securities 7,891 7,906 18,975 18,980 28,384 29,289
Other debt securities 981 1,000 984 1,016 1,434 1,506
Marketable equity

securities 12,273 17,387 11,456 14,975 8,310 11,490
Non-marketable equity

securitics 241 241 241 241 126 326
Total available for sale $128,319 $132,467 $126953 $129,049 $131,898 $136,007

During the year ended December 31, 2004, we recorded an other than temporary impairment charge
of $223,000 related to the preferred stock of a U.S. government sponsored enterprise. The charge for
the impairment was computed using the closing price of the security as of the date of the
impairment. The Company’s remaining investment in this security as of December 31, 2006 and
2005 is $777,000 with an unrealized gain of $77,000 at December 31, 2006.

Consistent with our overall business and asset/liability management strategy, which focuses on
sustaining adequate levels of core earnings, all securities purchased are classified available for sale.

U.S. Government and Agency Obligations and U.S. Government Sponsored Enterprises: At
December 31, 2006, the Company’s U.S. Government and Agency securities portfolio totaled $2.0
million, and U.S. government sponsored enterprises totaled $58.6 million, all of which were
classified as available for sale. There were no structured notes or derivatives in the portfolio.

Mortgage-Backed Securities: The Company purchases mortgage-backed securities insured or
guaranteed by Fannie Mae, Freddie Mac and Ginnie Mae. We invest in mortgage-backed securities
to achieve positive interest rate spreads with minimal administrative expense, and lower our credit
risk as a result of the guarantees provided by Freddie Mac, Fannie Mae and Ginnie Mae.

Mortgage-backed securities are created by the pooling of mortgages and the issuance of a security
with an interest rate which is less than the interest rate on the underlying mortgages. Mortgage-
backed securities typically represent a participation interest in a pool of single-family or multi-
family mortgages, although we focus our investments on mortgage-backed securities backed by one-
to-four family morigages. The issuers of such securities (generally U.S. government agencies and
govemnment sponsored entities, including Fannie Mae, Freddie Mac and Ginnie Mae) pool and resell
the participation interests in the form of securities to investors such as Rockville Bank and guarantee
the payment of principal and interest to investors. Mortgage-backed securities generally yield less
than the loans that underlie such securities because of the cost of payment guarantees and credit
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enhancements. However, mortgage-backed securities are usually more liquid than individual
mortgage loans and may be used to collateralize the Company’s borrowing obligations.

At December 31, 2006, mortgage-backed securities totaled $45.4 million, or 3.7% of assets and
3.9% of intercst-caming assets, all of which were classified as available for sale. At December 3 1,
2006, 59% of the mortzage-backed securities were backed by adjustable rate loans and 41% were
backed by fixed rate mortgage loans. The mortgage-backed securities portfolio had a book yield of
4.61% at December 31, 2006. The estimated fair value of our morigage-backed securities at
December 31, 2006 was $45.4 million, which is $591,000 less than the amortized cost of $46.0
million. Investments in mortgage-backed securities involve a risk that actual prepayments may differ
from estimated prepayments over the life of the security, which may require adjustments to the
amortization of any premium or accretion of any discount relating to such instruments, thereby
changing the net yield on such securities. There is also reinvestment risk associated with the cash
flows from such securitics. In addition, the market value of such securitics may be adversely affected
by changes in interest rates.

Corporate Bonds: At December 31, 2006, the Company’s corporate bond portfolio totaled $7.9
million, all of which was classified as available for sale. The corporate bond portfolio had a book
yield of 5.77% at December 31, 2006. Although corporate bonds may offer higher yields than U.S.
Treasury or agency securities of comparable duration, corporate bonds also have a higher risk of
default due to possible adverse changes in the credit-worthiness of the issuer. In order to mitigate
this risk, our lnvestment Policy requires that corporate debt obligations be rated “A” or better by a
nationally recognized rating agency, A security that is downgraded below investment grade will
require additional analysis of credit worthiness and a determination will be made to hold or dispose
of the investment.

Marketable Equity Securities: We currently maintain a diversified equity securities portfolio. At
December 31, 2006, our marketable equity securities portfolio totaled $17.4 million, or 1.4% of total
assets, all of which were classified as available for sale. The portfolio consisted of $14.5 million of
diversified common stock, $1.8 million of preferred stock issued by government agencies and 51.1
million of mutual funds. At December 31, 2006, our investments in marketable equity securities
consisted of investments of $14.5 million in corporate issuers, and the maximum investment in any
single issuer was $3.6 million. The industries represented by our common stock investments are
diverse and include banking, insurance and financial services, integrated utilities and various
industrial sectors. Our investments in preferred stock consisted of investments in two government
agencices, and the maximum invesiment in any single issuer was $0.9 million. The total cquity
portfolio will not exceed 100% of the Tier I capital of the Bank.

Investments in equity securities involve risk as they are nat insured or guaranteed investments and
are affected by stock market fMuctuations. Such investments are carried at their market value and can
directly affect our net capital position.

Other Debt Securities: These securities consist primarily of obligations issued by states, counties
and municipalitics or their agencies and include general obligation bonds, industrial development
revenue bonds and other revenue bonds. Our Investment Policy requires that such state agency or
municipal obligations be rated “A™ or better by a nationally recognized rating agency. A security that
is downgraded below investment grade will require additional analysis of credit worthiness and a
determination will be made to hold or dispose of the investment. At December 31, 2006, the
Company’s slate agency and municipal obligations portfolio totaled $1.0 million.

Portfolio Maturities and Yields: The composition and maturitics of the investment securities
portfolio at December 31, 2006 are summarized in the following table. Maturities are based on the
final contractual payment dates, and do not reflect the impact of prepayments or early redemptions
that may occur. State agency and municipal obligations as well as common and preferred stock
yields have not been adjusted to a tax-equivalent basis. Certain mortgage-backed securities have
interest rates (hat are adjustable and will reprice annually within the various maturity ranges. These
repricing schedules are not reflected in the table below. At December 31, 2006, mortgage-backed
securities with adjustable rates totaled $26.8 million.
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More than Five
More than Cne Year  Years through Ten More than Ten

One Year or Less through Five Years Years Years Total Securities
Weighted Weighted Weighted Weighted Weighted

Fair Average Fair Average Fair Average Fair Average Fair Average

Value Yield Value Yield Value Yield Value Yield Value Yield

December 31, 2006

(Dollars in Thousands)

Debt Securities:
U.8. Government and agency

oblipations $ 1,987 5.00% 5 - -% $ - -% 3 - -%% 8 1,987
U.S. Govermment sponsored

enterprises 18,851 4.23 38,756 5.18 977 5.27 - - 58,584
Mortgage-backed sccurities - - 675 5.30 8,228 4.31 36,459 4.67 45,362
Corporate debt securities 6,688 5.68 1,218 6.25 - - - - 7.906
Other debt securities - - 256 6.89 265 427 479 4.79 1.000
Total debt sccuritics $27.526 46455 540905 52006 39470 4409 336938 467% $114,839
Marketable cquity securities 17,387
Nen-marketable cquity

securities 241
Total securities available for

sale $132,467

Sources of Funds:

General: Deposits have traditionally been the Company s primary source of funds for use in
lending and investment activities. In addition to deposits, funds are derived from scheduled loan
payments, investment maturities, loan prepayments, retained eamnings and income on earning assets.
While scheduled loan payments and income on earning assets are relatively stable sources of funds,
deposit inflows and outflows can vary widely and are influenced by prevailing interest rates, market
conditions and levels of competition. Borrowings from the Federal Home Loan Bank of Boston may
be used in the short-term to compensate for reductions in deposits and to fund loan growth.

Deposits: A majority of our depositors are persons who work or reside in Hartford and Tolland
Counties and, to a lesser extent, other northeastern Connecticut communities, We offer a selection of
deposit instruments, including checking, savings, money market savings accounts, negotiable order
of withdrawal (*NOW”) accounts and fixed-rate time deposits. Deposit account terms vary, with the
principal differences being the minimum balance required, the amount of time the funds must remain
on deposit and the interest rate. The Company did not have any brokered deposits at December 31,
2006.

Interest rates paid, maturity terms, service fees and withdrawal penalties are established on a
periodic basis. Deposit rates and terms are based primarily on current operating strategies and
market rates, liquidity requirements, rates paid by competitors and growth goals. To attract and
retain deposits, we rely upon personalized customer service, long-standing relationships and
competitive interest rates.

The flow of deposits is influenced significantly by general economic conditions, changes in money
market and other prevailing interest rates and competition. The variety of deposit accounts that we
offer allows us to be competitive in obtaining funds and responding to changes in consumer demand.
Based on historical experience, management believes our deposits are relatively stable. Recent bank
consolidation activity has provided the Company with opportunities to attract new deposit
relationships. 1t is unciear whether the recent growth in deposits will reflect our historical, stable
experience with deposit customers. The ability to attract and maintain money market accounts and
time deposits, and the rates paid on these deposits, has been and will continue to be significantly
affected by market conditions. At December 31, 2006 and 2005, $479.5 million and $334.7 million,
or 54.2% and 44.0%, respectively, of our deposit accounts were time deposits, of which $394.6
million and $251.1 million, respectively, had maturities of one year or less.
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Deposits: The following table displays a summary of the Company’s deposits as of the dates

indicated:
At December 31,
2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Balance Percent Rate Balance Percent Rate Balance Percent Rate
(Dollars in Thousands)
Depasit type:
Demand deposits $ 93,068 10.5% 0.00% § B5,855 11.3% 0.0% $ 77972 11.3% 0.00%
NOW accounts £6,670 9.8 0.45 90,706 11.9 0.30 88,768 12.8 0.30
Regular savings 128,604 146 0.60 151,551 19.9 0.60 161,215 233 0.60
Money market and
investment savings 96,442 109 2.23 98,363 12.9 2.14 84,789 12.2 1.48
Club accounts 211 0.0 2.04 206 0.0 2.04 205 0.0 2.04
Total core accounts 404,995 458 0.82 426,681 56.0 0,77 412,949 59.6 0.60
Time deposits 479,516 54.2 451 334,715 44.0 339 279,549 404 2.55
Total deposits $884,511 100.0% 2.82% $761,396 100.0% 197% 3 692,498 100.0% 1.39%,

As of December 31, 2006, the aggregate amount of outstanding time deposits in amounts greater
than or equal to $100,000 was approximately $159.1 million. The following table sets forth the
maturity of those time deposits as of December 31, 2006.

Three months or less

Over three months through six months
Over six months through one year
Over one year to three years

Over three years

Total

(In Thousands)

$49,748
56,171
33,176
17,457
2,567

$159,119

The following table sets forth the time deposits classified by interest rate as of the dates indicated.

At December 31,

2006 2005 2004
(In Thousands)

Interest Rate:

0.00% - 1.00% $ 1,i78 % 1,672 § 1,518
1.01% - 2.00% 4,440 69,259 103,397
2.01% - 3.00% 50,526 26,858 102,121
3.01% - 4.00% 44,589 123,321 18,699
4.01% - 5.00% 214,049 107,146 24,279
5.01% - 6.00% 161,675 5,789 6,181
6.01% - 7.00% 3,059 670 3,354
Total $ 479516 § 334,715 § 279,549
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The following table sets forth the amounts and maturities of time deposits at December 31, 2006:

Percentage
of Total
Over One Over Two  Over Three Time
Less Than Yearto Two  Years to Years to Deposit
One Year Years Three Years Four Years Thereafter Total Accounts
(Dollars in Thousands)
Interest Rate:
0.00% - 1.00% $ 1,178 § 3 5 - 3 - 3 - § 1,178 0.25%
1.01% - 2.00% 4,342 91 7 - - 4,440 0.92
2.01% - 3.00% 44,968 5,535 23 - - 50,526 10.54
3.01% - 4,00% 6,137 33,760 4,664 - 28 44,589 9.30
4.01% - 5.00% 178,632 20,401 13,933 - 1,083 214,049 44,64
5.01% - 6.00% 156,288 3,742 1,575 - 70 161,675 337
6.01% - 7.00% 3,059 - - - - 3,059 0.64
Total $ 394601 $ 63,532 § 20202 § - 3 1,181 § 479,516 100.00%

The following table sets forth the interest-bearing deposit activities for the years indicated:

Years Ended December 31,
2006 2005 2004
{In Thousands)

Beginning balance $ 675541 § 614526 § 478,682
Net increase in deposits

before interest credited 95,994 49,671 127,373
Interest credited 19,908 11,344 8,471
Net increase in deposits 115,902 61,013 135,844

Borrowed Funds

The Company’s borrowings consist solely of advances from and a line of credit with the Federal
Home Loan Bank of Boston (“FHLBB"). At December 31, 2006, we had an available line of credit
with the FHLBB in the amount of $10.0 million and access to additional Federal Home Loan Bank
advances of up to $159.3 million.

The following table sets forth infermation concerning balances and interest rates on our FHLBB
advances at the dates and for the periods indicated.

At or For the Years Ended December 31,

2006 2005 2004
(Dollars in Thousands)

FHL.BB Advances:
Maximum amount of advances outstanding at any

month end during the year $ 195,637 $ 131,104 $ 128,062
Average advances outstanding during the year 168,942 122,828 106,134
Balance outstanding at end of year 178,110 130,867 118,015
Weighted average interest rate during the year 4.58% 421% 4.33%
Weighted average interest rate at the end of year 4,59% 4.29% 4.21%

t2l]




2006 ANNUAL REPORT

Subsidiary Activities

Rockville Bank is currently the only subsidiary of the Company and is incorporated in Connecticut.
Rockville Bank currently has the following subsidiaries all of which are incorporated in Connecticut:
SBR Mortgage Company, SBR Investment Corp. and Rockville Financial Services, Inc.

SBR Mortgage Company: Established in December 1998, SBR Mortgage Company operates as
Rockville Bank’s “passive investment company” (“PIC™). A 1998 Connecticut statute allows for the
creation of PICs. A properly created and maintained PIC allows Rockville Bank to contribute its real
estate loans to the PIC, where they are serviced. The PIC does not recognize income generated by
PIC for the purpose of Connecticut business corporations tax, nor does Rockville Bank recognize
income for these purposes on the dividends it receives from the PIC. Since its establishment, our PIC
has allowed us, like many other banks with Connecticut operations, to experience substantial savings
on the Connecticut business corporations tax that otherwise would have applied.

SBR Investment Corp.: Established in January 1995, SBR investment Corp. was established to
maintain an ownership interest in a third-party registered broker-dealer, Infinex Investments, Inc.
[nfinex provides broker-dealer services for a number of banks, and to the Bank’s customers through
Rockville Financial Services, Inc,

Rockville Financial Services, Inc.; Established in May 2002, Rockville Financial Services, Inc.
currently offers brokerage and investment advisory services through a contract with Infinex, a non-
affiliated registered broker-dealer. In addition, Rockville Financial Services, Inc. operates three
offices at Rockville Bank and offers customers a range of non-deposit investment products including
mutual funds, debt, equity and government securities, retirement accounts, insurance products and
fixed and variable annuities. Rockville Bank receives a portion of the commissions generated by
Infinex from sales to customers. For the year ended December 31, 2006, Rockville Financial
Services, Inc. received fees of $367,000 through its relationship with Infinex.

Charitable Foundatioas:

Rockville Bank Community Foundation, Inc.: Rockville Bank Community Foundation, Inc., a
private charitable foundation, was established in May 2005 in connection with the Company’s
minority stock issuance. This foundation, which is not a subsidiary of the Company, provides grants
to individuals and not-for-profit organizations within the communities that Rockville Bank serves. In
2005 the Company contributed $3.9 million in stock to the foundation in connection with the
minority stock issuance. No contributions were made to the foundation during 2006. At December
31, 2006, the foundation had assets of approximately $6.7 million, which consisted solely of
Rockville Financial, Inc. stock. The foundation’s Board of Directors consists of two officers of
Rockville Bank, the Chairman of the Board, the Vice Chairman of the Board, and one corporator of
Rockville Financial MHC, Inc.

Rockville Bank Foundation, Inc.: Rockville Bank Foundation, Inc., a private charitable
foundation, was established in May 1998. This foundation, which is not a subsidiary of the
Company, provides grants to individuals and not-for-profit organizations within the communities
that Rockville Bank serves. No contributions were made to the foundation during 2006. At
December 31, 2006, the foundation had assets of approximately $1.3 million. The foundation’s
Board of Directors consists of two officers of Rockville Bank, the Chairman of the Board, the Vice
Chairman of the Board, and one corporator of Rockville Financial MHC, Inc. These individuals also
serve as the Board of Directors of Rockville Bank Community Foundation, Inc., which was
established in connection with the offering. The Boards of Directors of the two foundations plan to
merge the foundations in 2007.

Bank Owned Life Insurance

During the year ended December 31, 2004, Rockville Bank purchased $2.0 million of Bank Owned
Life Insurance (“BOLI”). There were no BOLI purchases in 2006 and 2005. These policies were
purchased for the purpose of protecting Rockville Bank against the cost/loss due to the death of key
employees and to offset Rockville Bank's future obligations to its employees under various
retirement and benefit plans.
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FEDERAL AND STATE TAXATION

Federal Taxation

General: Rockville Financial, Inc. and its subsidiaries are subject to federal income taxation in the
same general manner as other corporations, with some exceptions discussed below. Rockville
Financial, Inc. and its subsidiaries’ tax returns have not been audited during the past five years. The
following discussion of federal taxation is intended only to summarize certain pertinent federal
income tax matters and is not a comprehensive description of the tax rules applicable to Rockville
Financial, Inc.

Method of Accounting: For Federal income tax purposes, Rockville Financial, Inc. currently
reports its income and expenses on the accrual method of accounting and uses a tax year ending
December 31 for filing federal income tax returns.

Bad Debt Reserves: Prior to the Small Business Protection Act of 1996 (the #1996 Act”),
Rockville Financial, Inc.’s subsidiary, Rockville Bank was permitted to establish a reserve for bad
debts and to make annual additions to the reserve. These additions could, within specified formula
limits, be deducted in arriving at our taxable income. As a resuit of the 1996 Act, Rockville Bank
was required to use the specific charge off method in computing its bad debt deduction beginning
with its 1996 federal tax return. Savings institutions were required lo recapture any €xcess reserves
over those established as of December 31, 1987 (base year reserve). At December 31, 2006, the
subsidiary had no reserves subject to recapture in excess of its base year.

Taxable Distributions and Recapture: Prior to the 1996 Act, bad debt reserves created before
January 1, 1988 were subject to recapture into taxable income if Rockville Bank failed to meet
certain thrift asset and definitional tests. Federal legislation has eliminated these thrift-related
recapture rules. At December 31, 2006, our total federal pre-1988 base year reserve was
approximately $1.2 million. However, under current law, pre-1988 base year reserves remain subject
to recapture if Rockville Bank makes certain non-dividend distributions, repurchases any of its
stock, pays dividends in excess of tax earnings and profits, or ceases to maintain a bank charter.

Alternative Minimum Tax: The Internal Revenue Code of 1986, as amended (the “Code”),
imposes an alternative minimum tax (“AMT") at a rate of 20% on a base of regular taxable income
plus certain tax preferences which we refer to as “alternative minimum taxable income.” The AMT
is payable to the extent such alternative minimum taxable income is in excess of an exemption
amount and the AMT exceeds the regular income 1ax. Net operating losses can offset no more than
90% of alternative minimum taxable income. Certain AMT payments may be used as credits against
regular tax liabilities in future years. The Company has not been subject to the AMT and has no such
amounts available as credits for carryover.

Net Operating Loss Carryovers: A corporation may carry back net operating losses to the
preceding two taxable years and forward to the succeeding 20 taxable years. At December 31, 2006,
Rockville Financial, Inc. had no net operating loss carryforwards for federal income tax purposes.

Corporate Dividends-Received Deduction: Rockville Financial, Inc. may exclude from its income
100% of dividends received from Rockville Bank as a member of the same affiliated group of
corporations. The corporate dividends-received deduction is 80% in the case of dividends received
from corporations with which a corporate recipient does not file a consolidated tax return, and
corporations which own less than 20% of the stock of a corporation distributing a dividend may
deduct only 70% of dividends received or accrued on their behalf.

State Taxation

Connecticut State Taxation: Rockville Financial MHC, Inc., Rockville Financial, Inc. and its
subsidiarics are subject to the Connecticut corporation business tax. The Connecticut corporation
business tax is based on the federal taxable income before net operating loss and special deductions
and makes certain modifications to federal taxable income to arrive at Connecticut taxable income.
Connecticut taxable income is multiplied by the state tax rate (9% for the fiscal year ending
December 31, 2006) to arrive at Connecticut income tax.

1231




2006 ANNUAL REPORT

In 1998, the State of Connecticut enacted legislation permitting the formation of passive investment
companies by financial institutions. This legislation exempts qualifying passive investment
companies from the Connecticut corporation business tax and excludes dividends paid from a
passive investment company from the taxable income of the parent financial institution. Rockville
Bank established a passive investment company, SBR Mortgage Company, in December 1998 and
eliminated the state income tax expense of Rockville Bank effective December 31, 1998 through
December 31, 2006. The State of Connecticut continues to be under pressure to find new sources of
revenue, and therefore could propose legislation to eliminate the passive investment company
exemption. If such legislation were enacted, Rockville Financial, Inc. would be subject to state
income taxes in Connecticut,

Rockville Financial MHC, Inc. and Rockville Financial, Inc. are not currently under audit with
respect to their income tax returns, and their state tax returns have not been audited for the past five
years.

SUPERVISION AND REGULATION

General

Rockville Bank is a Connecticut-chartered stock savings bank and is a wholly-owned subsidiary of
Rockville Financial, Inc., a stock corporation, Fifty-five percent of the stock of the Company is
owned by Rockville Financial MHC, Inc., a Connecticut-chartered mutual holding company.
Rockville Bank’s deposits are insured up to applicable limits by the FDIC through the Deposit
Insurance Fund (“DIF"). Rockville Bank is subject to extensive regulation by the Connecticut
Barking Department, as its chartering agency, and by the Federal Deposit Insurance Corporation, as
its deposit insurer. Rockville Bank is required to file reports with, and is periodically examined by,
the FDIC and the Connecticut Banking Department concerning its activities and financial condition.
It must obtain regulatory approvals prior to entering into certain transactions, such as mergers,
Rockville Financial, Inc., as a bank holding company, is subject to regulation by and is required to
file reports with the Federal Reserve Bank of Boston (“FRB™). Any change in such regulations,
whether by the Connecticut Banking Department, the FDIC or the FRB, could have a material
adverse impact on Rockville Bank or Rockville Financial, Inc.

Connecticut Banking Laws And Supervision

Connecticut Banking Commissioner: The Commissioner regulates internal organization as well as
the deposit, lending and investment activities of state chartered banks, including Rockville Bank.

The approval of the Commissioner is required for, among other things, the establishment of branch
offices and business combination transactions. The Commissioner conducts periodic examinations of
Connecticut-chartered banks. The FDIC also regulates many of the areas regulated by the
Commissioner, and federal law may limit some of the authority provided to Connecticut-chartered
banks by Connecticut law.

Lending Activities: Connecticut banking laws grant banks broad lending authority. With certain
limited exceptions, any one obligor under this statutory authority may not exceed 10% and 15%,
respectively, of a bank’s capital and allowance for loan losses.

Dividends: The Bank may pay cash dividends out of its net profits. For purposes of this restriction,
“net profits” represents the remainder of all earnings from current operations. Further, the total
amount of all dividends declared by a savings bank in any year may not exceed the sum of a bank’s
net profits for the year in question combined with its retained net profits from the preceding two
years. Federal law also prevents an institution from paying dividends or making other capital
distributions that, if by doing so, would cause it to become “undercapitalized.” The FDIC may limit
a savings bank’s ability to pay dividends. No dividends may be paid to the Bank’s sharcholder if
such dividends would reduce stockholders’ equity below the amount of the liquidation account
required by the Connecticut conversion regulations,

Branching Activities: Any Connecticut-chartered bank meeting certain statutory requirements
may, with the Commissioner’s approval, establish and operate branches in any town or towns within
the state and establish mobile branches.
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Investment Activities: Connecticut law requires the Board of Directors of each Connecticut bank
to adopt annually an investment policy to govern the types of investments it makes, and to
periodically review a bank’s adherence to its investment policy. The investment policy must
establish standards for the making of prudent investments and procedures for divesting investments
no fonger deemed consistent with a bank’s investment policy. In recent years, Connecticut law has
expanded bank investment activities.

Connecticut banks may invest in debt securities and debt mutual funds without regard to any other
liability to the Connecticut bank of the maker or issuer of the debt securities and debt mutual funds,
if the debt securities and debt mutual funds are rated in the three highest rating categories or
otherwise deemed to be a prudent investment, and so long as the total amount of debt securities and
debt mutual funds of any one issuer will not exceed 25% of the Bank’s total capital and allowance
for loan losses and the total amount of all its investments in debt securities and debt mutual funds
will not exceed 25% of its assets. In addition, a Connecticut bank may invest in certain government
and agency obligations according to the same standards as debt securities and debt mutual funds
except without any percentage limitation.

Similarly, Connecticut banks may invest in equity securities and equity mutual funds without regard
to any other liability to the Connecticut bank of the issuer of equity securities and equity mutual
funds, so long as the total amount of equity securities and equity mutual funds of any one issuer does
not exceed 25% of the bank’s total capital and allowance for loan losses and the total amount of the
bank’s investment in all equity securities and equity mutual funds does not exceed 25% of the bank’s
total capital and allowance for loan losses. Banks insured by the FDIC may invest up to 100% of
their Tier I capital in equity securities.

Powers: In recent years, Connecticut law has expanded banks’ powers. Connecticut law permits
Connecticut banks to sell insurance and fixed and variable rate annuities if licensed to do so by the
Connecticut Insurance Commissioner, With the prior approval of the Commissioner, Connecticut
banks are also authorized to engage in a broad range of activities related to the business of banking,
or that are financial in nature or that are permitted under the Bank Holding Company Act ("BHCA™)
or the Home Owners’ Loan Act (“HOLA™), both federal statutes, or the regulations promulgated as a
result of these statutes. Connecticut banks are also authorized to engage in any activity permitted for
anational bank or a federal savings association upon filing notice with the Commissioner unless the
Commissioner disapproves the activity.

Assessments: Connecticut banks are required to pay annual assessments to the Connecticut
Banking Department to fund the Department’s operations. The general assessments are paid pro-rata
based upon a bank’s asset size.

Enforcement: Under Connecticut law, the Commissioner has extensive enforcement authority over
Connecticut banks and, under cettain circumstances, affiliated parties, insiders, and agents. The
Commissioner’s enforcement authority includes cease and desist orders, fines, receivership,
conservatorship, removal of officers and directors, emergency closures, dissolution and liquidation.

Federal Regulations

Capital Requirements: Under FDIC regulations, federally insured state-chartered banks that are
not members of the Federal Reserve System (“'state non-member banks™), such as Rockville Bank,
are required to comply with minimum leverage capital requirements. For an institution determined
by the FDIC to not be anticipating or experiencing significant growth and to be, in general, a strong
banking organization, rated composite 1 under the Uniform Financial Institutions Ranking System
established by the Federal Financial Institutions Examination Council, the minimum capital leverage
requirement is a ratio of Tier 1 capital to total assets of 3%. For all other institutions, the minimum
leverage capital ratio is not less than 4%. Tier 1 capital is the sum of common stockholders’ equity,
non-cumulative perpetual preferred stock (including any related surplus) and minority investments in
certain subsidiaries, less intangible assets (except for certain servicing rights and credit card
relationships) and certain other specified items.

The FDIC regulations require state non-member banks to maintain certain levels of regulatory
capital in relation to regulatory risk-weighted assets. The ratio of regulatory capital to regulatory
risk-weighted assets is referred to as a bank’s “risk-based capital ratio.” Risk-based capital ratios are
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determined by allocating assets and specified off-balance sheet items (including recourse
obligations, direct credit substitutes and residual interests) to four risk-weighted categories ranging
from 0% to 100%, with higher levels of capital being required for the categories perceived as
representing greater risk. For example, under the FDIC’s risk-weighting system, cash and securities
backed by the full faith and credit of the U.S. government are given a 0% risk weight, loans secured
by one-to-four family residential properties generally have a 50% risk weight, and commercial loans
have a risk weighting of 100%,

State non-member banks such as Rockville Bank, must maintain a minimum ratio of total capital to
risk-weighted assets of at least 8%, of which at least one-half must be Tier [ capital. Total capital
consists of Tier 1 capital plus Tier 2 or supplementary capital items, which include allowances for
loan losses in an amount of up to 1.25% of risk-weighted assets, cumulative preferred stock and
certain other capital instruments, and a portion of the net unrealized gain on equity securities. The
includable amount of Tier 2 capital cannot exceed the amount of the institution’s Tier I capital.
Banks that engage in specified levels of trading activities are subject to adjustments in their risk
based capital calculation to ensure the maintenance of sufficient capital to support market risk.

The Federal Deposit Insurance Corporation Improvement Act {the “FDICIA™) required each federal
banking agency to revise its risk-based capital standards for insured institutions to ensure that those
standards take adequate account of interest-rate risk, concentration of credit risk, and the risk of
nentraditional activities, as well as to reflect the actual performance and expected risk of loss on
multi-family residential loans. The FDIC, along with the other federal banking agencies, has adopted
aregulation providing that the agencies will take into account the exposure of a bank’s capital and
economic value to changes in interest rate risk in assessing a bank’s capital adequacy. The FDIC
also has authority to establish individual minimum capital requirements in appropriate cases upon
determination that an institution’s capital level is, or is likely to become, inadequate in light of the
particular circumstances,

As a bank holding company, Rockville Financial, Inc. is subject to capital adequacy guidelines for
bank holding companies similar to those of the FDIC for state-chartered banks, Rockville Financial,
Inc.’s stockholders’ equity exceeds these requirements.

Standards for Safety and Soundness: As required by statute, the federal banking agencies adopted
final regulations and Interagency Guidelines Establishing Standards for Safety and Soundness which
sets forth the safety and soundness standards that the federal banking agencies use to identify and
address problems at insured depository institutions before capital becomes impaired. The guidelines
address internal controls and information systems, internal audit systems, credit underwriting, loan
documentation, interest rate exposure, asset growth, asset quality, earnings and compensation, fees
and benefits. More recently, the agencies have established standards for safe guarding customer
information. If the appropriate federal banking agency determines that an institution fails to meet
any standard prescribed by the guidelines, the agency may require the institution to submit to the
agency an acceptable plan to achieve compliance with the standard.

Investment Activities: Since the enactment of the FDICIA, all state-chartered FDIC insured banks,
including savings banks, have generally been limited in their investment activities to principal and
equity investments of the type and in the amount authorized for national banks, notwithstanding state
law. The FDICIA and the FDIC permit exceptions to these limitations, The FDIC is authorized to
permit such institutions to engage in state authorized activities or investments not permissible for
national banks (other than non-subsidiary equity investments) if they meet all applicable capital
requirements and it is determined that such activilies or investments do not pose a significant risk to
the DIF. The FDIC has adopted revisions to its regulations governing the procedures for institutions
seeking approval to engage in such activities or investments. For example, state chartered banks,
such as Rockville Bank, may, with FDIC approval, continue to exercise state authority to invest in
common or preferred stocks listed on a national securitics exchange or the NASDAQ Global Select
Stock Market and in the shares of an investment company registered under the Investment Company
Act of 1940, as amended. Rockville Bank received grandfathered authority from the FDIC to invest
in listed stock and/or registered shares. The maximum permissible investment is 100% of Tier |
Capital, as specified by the FDIC’s regulations, or the maximum amount permitted by Connecticut
law, whichever is less. Such grandfathered authority may be terminated upon the FDIC's
determination that such investments pose a safety and soundness risk to Rockville Bank or if it
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converts its charter or undergoes a change in control. As of December 31, 2006, Rockville Bank had
$14.5 million of securities which were held under such authority. The Gramm-Leach-Bliley Act of
1999 {the “GLB Act™) specifies that a non-member bank may control a subsidiary that engages in
activities as principal that would only be permitted for a national bank to conduct in a “financial
subsidiary” if a bank meets specified conditions and deducts its investment in the subsidiary for
regulatory capital purposes.

Interstate Branching: Beginning June 1, 1997, the Intersiate Banking Act (the “IBA’) permirted
the responsible federal banking agencies to, under certain circumstances, approve acquisition
transactions between banks located in different states, regardless of whether the acquisition would be
prohibited under the law of the two states. The IBA also permitied a state to “‘opt in” to the
provisions of the IBA before June 1, 1997, and permitted a state to “opt out™ of the provisions of the
IBA by adopting appropriate legislation before that date. In 1995, Connecticut affirmatively “opted-
in” to the provisions of the [BA, Accordingly, beginning June 1, 1997, the IBA permitted a
Connecticut-chartered bank to acquire institutions in a state other than Connecticut unless the other
state had opted out of the IBA. The IBA also authorizes de nove branching into another state if the
host state enacts a law expressly permitting out of state banks to establish such branches within its
borders.

Prompt Corrective Regulatory Action: Federal law requires, among other things, that federal
bank regulatory authorities take “prompt corrective action” with respect to banks that do not meet
minimum capital requirements, For these purposes, the law establishes five capital categories: well
capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and critically
undercapitalized.

The FDIC has adopted regulations to implement the prompt corrective action legislation. An
institution is deemed to be “well capitalized™ if it has a total risk-based capital ratio of 10% or
greater, a Tier | risk-based capital ratio of 6% or greater and a leverage ratio of 5% or greater. An
institution is “adequately capitalized” if it has a total risk-based capital ratio of 8% or greater, a Tier
I risk-based capital ratio of 4% or greater, and generally a leverage ratio of 4% or greater. An
institution is “undercapitalized” if it has a total risk-based capital ratio of less than 8%, a Tier I risk-
based capital ratio of less than 4%, or generalty a leverage ratio of less than 4%. An institution is
deemed to be “significantly undercapitalized™ if it has a total risk-based capital ratio of less than 6%,
a Tier I risk-based capital ratio of less than 3%, or a leverage ratio of less than 3%. An institution is
considered to be “critically undercapitalized” if it has a ratio of tangible equity (as defined in the
regulations} to total assets that is equal to or less than 2%. As of December 31, 2006, Rockville Bank
was a “well capitalized” institution.

“Undercapitalized™ banks must adhere to growth, capital distribution (including dividend) and other
limitations and are required to submit a capital restoration plan. A bank’s compliance with such a
plan is required to be guaranteed by any company that controls the undercapitalized institution in an
amount equal to the lesser of 5% of the institution’s total assets when deemed undercapitalized or the
amount necessary to achieve the status of adequately capitalized. If an “undercapitalized” bank fails
to submit an acceptable plan, it is treated as if it is “significantly undercapitalized.” “Significantly
undercapitalized” banks must comply with one or more of a number of additional restrictions,
including but not limited to an order by the FDIC to sell sufficient voting stock to become
adequately capitalized, requirements to reduce total assets, cease receipt of deposits from
correspondent banks or dismiss directors or officers, and restrictions on interest rates paid on
deposits, compensation of executive officers and capital distributions by the parent holding
company. “Critically undercapitalized™ institutions are subject to additional measures including,
subject to a narrow exception, the appointment of a receiver or conservator within 270 days after it
obtains such status.

Transactions with Affiliates: Under current federal law, transactions between depository
institutions and their affiliates are governed by Sections 23A and 23B of the Federal Reserve Act
(the “FRA™). In a holding company context, at a minimum, the parent holding company of a savings
bank and any companies which are controlled by such parent holding company are affiliates of the
savings bank. Generally, Section 23A limits the extent to which the savings bank or its subsidiaries
may engage in “covered transactions” with any one affiliate to 10% of such savings bank’s capital
stock and surplus, and contains an aggregate limit on all such transactions with all affiliates to 20%
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of capital stock and surplus. The term “covered transaction” includes, among other things, the
making of loans or other extensions of credit to an affiliate and the purchase of assets from an
affiliate. Section 23A also establishes specific collateral requirements for loans or extensions of
credit to, or guarantees, acceptances on letters of credit issued on behalf of an affiliate. Section 23B
requires that covered transactions and a broad list of other specified transactions be on terms
substantially the same, or no less favorable, to the savings bank or its subsidiary as similar
transactions with non-affiliates. Further, Section 22(h) of the FRA restricts an institution with
respect to loans to directors, executive officers, and principal stockholders (“insiders™). Under
Section 22(h), loans to insiders and their related interests may not exceed, together with all other
outstanding loans to such persons and affiliated entities, the institution’s total capital and surplus.
Loans to insiders above specified amounts must receive the prior approval of the Board of Directors.
Further, under Section 22(h}, loans to directors, executive officers and principal stockholders must
be made on terms substantially the same as offered in comparable transactions to other persons,
except that such insiders may receive preferential loans made under a benefit or compensation
program that is widely available to the bank’s employees and does not give preference to the instder
over the employees. Section 22(g) of the FRA places additional timitations on loans to executive
officers.

Enforcement: The FDIC has extensive enforcement authority over insured savings banks,
including Rockville Bank. This enforcement authority includes, among other things, the ability to
assess civil money penalties, issue cease and desist orders and remove directors and officers. In
general, these enforcement actions may be initiated in response to violations of laws and regulations
and unsafe or unsound practices.

The FDIC has authority under Federal law to appoint a conservator or receiver for an insured bank
under limited circumstances. The FDIC is required, with certain exceptions, to appeint a receiver or
conservator for an insured state non-member bank if that bank was “critically undercapitalized” on
average during the calendar quarter beginning 270 days afier the date on which the institution
became “critically undercapitalized.” The FDIC may also appoint itself as conservator or receiver for
an insured state non-member institution under specific circumstances on the basis of the institution’s
financial condition or upon the occurrence of other events, including: (1) insclvency; (2) substantial
dissipation of assets or earnings through violations of law or unsafe or unsound practices; (3)
existence of an unsafe or unsound condition to transact business; and (4) insufficient capital, or the
incurring of losses that will deplete substantially all of the institution’s capital with no reasonable
prospect of replenishment without federal assistance.

Insurance of Deposit Accounts

The FDIC has adopted a risk-based insurance assessment system. The FDIC assigns an institution to
one of three capital categories based on the institution’s financial condition consisting of (1} well
capitalized, (2) adequately capitalized or (3) undercapitalized, and one of three supervisory
subcategories within each capital group. The supervisory subgroup to which an institution is
assigned is based on a supervisory evaluation provided to the FDIC by the institution’s primary
federal regulator and information which the FDIC determines to be relevant to the institution’s
financial condition and the risk posed to the deposit insurance funds. An institution’s assessment rate
depends on the capital category and supervisory category to which it is assigned. Assessment rates
for insurance fund deposits currently range from 0 basis points for the strongest institution to 27
basis points for the weakest. DIF members are also required to assist in the repayment of bonds
issued by the Financing Corporation in the late 1980’s to recapitalize the Federal Savings and Loan
Insurance Corporation. For the years ended December 31, 2006, 2005 and 2004, the total FDIC
assessments were $103,000, $96,000 and $89,000, respectively. The FDIC is authorized to raise the
assessment rates. The FDIC has exercised this authority several times in the past and may raise
insurance premiums in the future. If such action is taken by the FDIC, it could have an adverse effect
on the earings of the Company.

In November 2006, the FDIC Board of Directors approved a final rule to implement a One-Time
Assessment Credit, as required by the Federal Deposit Insurance Act of 2005 (*Reform Act™). The
FDIC will apply an eligible institution’s One-Time Assessment Credit against the institution’s future
assessments to the maximum extent allowed by the statute. For 2007 assessment periods, all credits
available to an institution may be used to offset the institution’s insurance assessment, effective with
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the June 2007 invoice. For assessments that become due for periods beginning in the fiscal years
2008, 2009 and 2010, the Federal Deposit Insurance Act provides that credits may not be applied to
more than 90 percent of an institution’s assessment. Also as a result of the Reform Act, the FDIC is
in the process of revising its risk based assessment system.

The FDIC may terminate insurance of deposits if it finds that the institution is in an unsafe or
unsound condition to continue operations, has engaged in unsafe or unsound practices, or has
violated any applicable law, regulation, rule, order or condition imposed by the FDIC. The
management of the Company does not know of any practice, condition or violations that might lead
to termination of deposit insurance.

Federal Reserve System

The FRB regulations require depository institutions to maintain noninterest-eaming reserves against
their transaction accounts (primarily NOW and regular checking accounts). The FRB regulations
generally require that reserves be maintained against aggregate transaction accounts. The Company
is in compliance with these requirements.

Federal Home Loan Bank System

The Company is a member of the Federal Home Loan Bank System, which consists of 12 regional
Federal Home Loan Banks. The Federal Home Loan Bank provides a central credit facility primarily
for member institutions. Members of the Federal Home Loan Bank are required to acquire and hold
shares of capital stock in the Federal Home Loan Bank in an amount at least equal to the sum of
0.35% of the aggregate principal amount of its unpaid residential mortgage loans and similar
obligations at the beginning of each year, and up to 4.5% of its advances (borrowings) from the
Federal Home Loan Bank of Boston. The Company was in compliance with this requirement with an
investment in Federal Home Loan Bank stock at December 31, 2006 of $9.8 million. At December
31, 2006, Rockville Bank had $178.1 million in Federal Home Loan Bank advances.

The Federal Home Loan Banks are required to provide funds for certain purposes including the
resolution of insolvent thrifts in the late 1980s and to contributing funds for affordable housing
programs. These requirements could reduce the amount of dividends that the Federal Home Loan
Banks pay to their members and result in the Federal Home Loan Banks imposing a higher rate of
interest on advances to their members. If dividends were reduced, or interest on future Federal Home
Loan Bank advances increased, a member bank affected by such reduction or increase would likely
experience a reduction in its net interest income. Recent legislation has changed the structure of the
Federal Home Loan Banks’ funding obligations for insolvent thrifis, revised the capital structure of
the Federal Home Loan Banks and implemented entirely voluntary membership for Federal Home
Loan Banks. For the years ended December 31, 2006, 2005 and 2004, cash dividends from the
Federal Home Loan Bank to the Company amounted to approximately $521,000, $359,000 and
$188,000; respectively. There can be no assurance that such dividends will continue in the future.
Further, there can be no assurance that the impact of recent or future legislation on the Federal Home
Loan Banks also will not cause a decrease in the value of the Federal Home Loan Bank of Boston
stock held by the Company.

Holding Company Regulation

General: As a bank holding company, Rockville Financial, Inc. is subject to comprehensive
regulation and regular examinations by the Federal Reserve Board. The Federal Reserve Board also
has extensive enforcement authority over bank holding companies, including, among other things,
the ability to assess civil money penalties, to issue cease and desist or removal orders and to require
that a holding company divest subsidiaries (including its bank subsidiaries). In general, enforcement
actions may be initiated fer violations of law and regulations and unsafe or unsound practices. Under
Connecticut banking law, no person may acquire beneficial ownership of more than 10% of any
class of voting securities of a Connecticut-chartered bank, or any bank holding company of such a
bank, without prior notification of, and lack of disapproval by, the Connecticut Banking
Commissioner. The Connecticut Banking Commissioner will disapprove the acquisition if the bank
or holding company to be acquired has been in existence for less than five years, unless the
Connecticut Banking Commissioner waives this five year restriction, or if the acquisition would
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result in the acquirer controlling 30% or more of the total amount of deposits in insured depository
institutions in Connecticut. Similar restrictions apply to any person who holds in excess of 10% of
any such class and desires to increase its holdings to 25% or more of such class.

Under Federal Reserve Board policy, a bank holding company must serve as a source of strength for
its subsidiary bank. Under this policy, the Federal Reserve Board may require, and has required in
the pasi, a holding company to contribute additional capital to an undercapitalized subsidiary bank.
As a bank holding company, Rockville Financial, Inc. must obtain Federal Reserve Board approval
before: (i} acquiring, directly or indirectly, ownership or control of any voting shares of another bank
or bank holding company if, after such acquisition, it would own or control more than 5% of such
shares (unless it already owns or controls the majority of such shares); (i) acquiring all or
substantially all of the assets of another bank or bank holding company; or (iii) merging or
consolidating with another bank holding company.

The Banking Holding Company Act also prohibits a bank holding company, with certain exceptions,
from acquiring direct or indirect ownership or control of more than 5% of the voting shares of any
company which is not a bank or bank holding company, or from engaging directly or indirectly in
activities other than those of banking, managing or centrolling banks, or providing services for its
subsidiaries. The principal exceptions to these prohibitions involve certain non-bank activities
which, by statute or by FRB regulation or order, have been identified as activities closely related to
the business of banking or managing or controlling banks. The list of activities permitied by the FRB
includes, among other things: (i) operating a savings institution, mortgage company, finance
company, credit card company or factoring company; (ii} performing certain data processing
operations; (iii) providing certain investment and financial advice; {iv) underwriting and acting as an
insurance agent for certain types of credit-related insurance; (v) leasing property on a full-payout,
non-operating basis; (vi) selling money orders, travelers’ checks and United States savings bonds;
(vii) real estate and personal property appraising; (viii) providing tax planning and preparation
services; (ix) financing and investing in certain community development activities; and (x) subject to
certain limitations, providing securities brokerage services for customers.

Dividends: The Federal Reserve Board has issued a policy statement on the payment of cash
dividends by bank holding companies, which expresses the Federal Reserve Board's view that a
bank holding company should pay cash dividends only to the extent that the holding company’s net
income for the past year is sufficient to cover both the cash dividends and a rate of earnings retention
that is consistent with the holding company’s capital needs, asset quality and overall financial
condition. The FRB also indicated that it would be inappropriate for a company experiencing serious
financial problems to borrow funds to pay dividends. Furthermore, under the prompt corrective
action regulations adopted by the Federal Reserve Board, the Federal Reserve Board may prohibit a
bank holding company from paying any dividends if the holding company’s bank subsidiary is
classified as “undercapitalized.”

Bank helding companies are required to give the Federal Reserve Board prior written notice of any
purchase or redemption of its outstanding equity securities if the gross consideration for the purchase
or redemption, when combined with the net consideration paid for all such purchases or redemptions
during the preceding 12 months, is equal to 10% or more of the consolidated net worth of the bank
holding company. The Federal Reserve Board may disapprove such a purchase or redemption if it
determines that the proposal would constitute an unsafe or unsound practice or would violate any
law, regulation, Federal Reserve Board order or any condition imposed by, or written agreement
with, the Federal Reserve Board. This notification requirement does not apply to any company that
meets the well-capitalized standard for commercial banks, is “well managed”™ within the meaning of
the Federal Reserve Board regulations and is not subject to any unresolved supervisory issues.

Financial Modernization: The Gramm-Leach-Bliley Act permits greater affiliation among banks,
securities firms, insurance companies, and other companies under a new type of financial services
company known as a “financial holding company.” A financial holding company essentially is a
bank holding company with significantly expanded powers. Financial holding companies are
authorized by statute to engage in a number of financial activities previously impermissible for bank
holding companies, including securities underwriting, dealing and market making; sponsoring
mutual funds and investment companies; insurance underwriting and agency; and merchant banking
activities. The act also permits the Federal Reserve Board and the Treasury Department to authorize
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additional activitics for financial holding companies if they are “*financial in nature™ or “incidental”
to financial activities. A bank holding company may become a financial holding company if each of
its subsidiary banks is well capitalized, well nanaged, and has at least a “satisfactory” Community
Reinvestiment Act rating. A financial holding company must provide notice to the Federal Reserve
Board within 30 days after commencing activities previously determined by statute or by the Federal
Reserve Board and Departiment of the Treasury to be permissible. Rockville Financial, Inc. has not
submitted notice to the Federal Reserve Board of its intent to be deemed a financial holding
company. However, it is not precluded from submilting a notice in the future should it wish to
engage in activities only permitted to financial holding companies.

Miscellaneous Regulation

Sarbanes-Oxley Act of 2002: The Sarbanes-Oxley Act of 2002 implementing legislative reforms
intended to address corporate and accounting fraud. In addition to the establishment of a new
accounting oversight board which will enforce auditing, quality control and independence standards
and will be funded by fees from all publicly traded companies, the bill restricts provision of both
auditing and consulting services by accounting firms. To ensure auditor independence, any non-audit
services being provided to an audit client will require pre-approval by the company’s audit
committee members. In addition, the audit partners must be rotated. The bill requires chief executive
officers and chief financial officers, or their equivalent, to certily to the accuracy of periodic reports
filed with the SEC, subject 1o civil and criminal penalties il they knowingly or willfully violate this
certification requircment. In addition, under the Sarbanes-Oxley Act, counsel will be required to
report evidence of a material violation of the securities laws or a breach of fiduciary duty by a
company to its chief executive officer or its chief legal officer, and, il such officer does not
appropriately respond, to report such evidence to the audit committee or other similar committee of
the Board of Directors, or the Board itself. Directors and cxecutive otficers must also provide
information for most changes in ownership in a company’s securities within two business days of the
change.

The Sarbanes-Oxley Act also increased the oversight of, and codifies certain requirements relating to
audit committees of public companies and how they interact with the company’s “registered public
accounting firm” (“RPAF™). Audit Committec members must be independent and are barred from
acceptling consulting, advisory or other compensatory fees from the issucr. In addition, companies
must disclose whether at least one member of the committee is a “financial cxpert” (as such term is
defined by the SEC) and if not, why not. Under the Sarbanes-Oxley Act, a RPAF is prohibited from
performing statutorily mandated audit services for a company if such company’s chief executive
officer, chief financial officer, comptroller, chief accounting officer or any person serving in
equivalent positions has been employed by such firm and participated in the audit of such company
during the one-year period preceding the audit initiation date. The Sarbanes-Oxley Act also prohibits
any officer or director of a company or any other person acting under their direction from taking any
action to fraudulently influence, coerce, manipulate or mislead any independent public or certified
accountant engaged in the audit of the company’s financial statements for the purpose of rendering
the financial statements materially misleading. Under the Sarbanes-Oxley Act the SEC has
prescribed rules requiring inclusion of an internal contro! report and assessment by management in
the annual report to stockholders. The Sarbanes-Oxley Act requires the RPAF that issues the audit
report to attest to and report on management’s assessment of the company’s internal controls. In
addition, the Sarbanes-Oxley Act requires that cach financial report required to be prepared in
accordance with {or reconciled to) generally accepted accounting principles and filed with the SEC
reflect all material correcting adjustments that are identified by a RPAF in accordance with generally
accepted accounting principles and the rules and regulations of the SEC.

Community Reinvestment Act: Under the Community Reinvestment Act (“CRA™), as amended as
implemented by FDIC regulations, a bank has a continuing and affirmative obligation, consistent
with its safe and sound operation, 1o help meet the credit needs of its entire community, including
low and moderate income neighborhoods. The CRA does not establish specific lending requirements
or programs for financial institutions nor does it lituit an institution’s discretion to develop the types
of products and services that it believes are best suited to its particular community, The CRA does
require the FDIC, in connection with its examination of a bank, to asscss the institution’s record of
meeting the credit needs of its convnunity and o take such record into account in its evaluation of
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certain applications by such institution, including applications to acquire branches and other
financial institutions. The CRA requires the FDIC to provide a written evaluation of an institution’s
CRA performance utilizing a four-tiered descriptive rating system. Rockville Bank’s latest FDIC
CRA rating was “satisfactory.”

Connecticut has its own statutory counterpart to the CRA which is also applicable to Rockville
Bank. The Connecticut version is generally similar to the CRA but utilizes a five-tiered descriptive
rating system. Connecticut law requires the Commissioner to consider, but not be limited to, a
bank’s record of performance under Connecticut law in considering any application by the bank to
establish a branch or other deposit-taking facility, to relocate an office or to merge or consolidate
with or acquire the assets and assume the liabitities of any other banking institution. Rockville
Bank’s most recent rating under Connecticut law was “satisfactory.”

Consumer Protection And Fair Lending Regulations: The Company is subject to a variety of
federal and Connecticut statutes and regulations that are intended to protect consumers and prohibit
discrimination in the granting of credit. These statutes and regulations provide for a range of
sanctions for non-compliance with their terms, including imposition of administrative fines and
remedial orders, and referral to the Attorney General for prosecution of a civil action for actual and
punitive damages and injunctive relief. Certain of these statutes authorize private individual and
class action lawsuits and the award of actual, statutory and punitive damages and attorneys’ fees for
certain types of violations.

The USA Patriot Act: On QOctober 26, 2001, the USA PATRIOT Act was enacted. The Act gives
the federal government new powers to address terrorist threats through enhanced domestic security
measures, expanded surveillance powers, increased information sharing and broadened anti-money
laundering requirements. The Act also requires the federal banking regulators to take into
consideration the effectiveness of controls designed to combat money-laundering activities in
determining whether to approve a merger or other acquisition application of an FDIC-insured
institution. As such, if the Company or the Bank were to engage in a merger or other acquisition, the
effectiveness of its anti-money-laundering controls would be considered as part of the application
process. The Company has established policies, procedures and systems to comply with the
applicable requirements of the law. The Patriot Act was recently reauthorized and modified with the
enactment of the USA Patriot Improvement and Reauthorization Act of 2005.

Conversion of Rockville Financial MHC, Inc. to Stock Form: Connecticut law permits Rockville
Financial MHC, Inc. to convert from the mutual form of organization to the capital stock form of
organization (a *“Conversion Transaction™). The Board of Directors has no current intention or plan
to undertake a Conversion Transaction. However, in a Conversion Transaction a new holding
company would be formed as the successor to Rockville Financial, Inec. (the “New Holding
Company”), Rockville Financial MHC, Inc.’s corporate existence would end, and certain depositors
of Rockville Bank would receive the right to subscribe for additional shares of the New Holding
Company. In a Conversion Transaction, each share of common stock held by stockholders other than
Rockville Financial MHC, Inc. (“Minority Stockholders™) would be automatically converted into a
number of shares of common stock of the New Holding Company determined pursuant an exchange
ratio that ensures that Minority Stockholders own the same percentage of common stock in the New
Holding Company as they owned in Rockville Financial, Inc. immediately prior to the Conversion
Transaction. The total number of shares held by Minority Stockholders after a Conversion
Transaction also would be increased by any purchases by Minority Stockholders in the stock
offering conducted as part of the Conversion Transaction.

Dividend Waivers By Rockville Firancial MHC, Inc.

It has been the policy of a number of mutual holding companies to waive the receipt of dividends
declared by their savings institution subsidiary. In connection with its approval of the reorganization
however, the Federal Reserve Board imposed certain conditions on the waiver by Rockville
Financial MHC, Inc, of dividends paid on the common stock by Rockville Finangial, Inc. In
particular, the Federal Reserve Board required that Rockville Financial MHC, Inc, obtain the prior
approval of the Federal Reserve Board before Rockville Financial MHC, Inc. may waive any
dividends from Rockville Financial, Inc. As of the date hereof, we are not aware that the Federal
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Reserve Board has given its approval to any waiver of dividends of any mutual holding company
that has requested such approval,

The Federal Reserve Board approval of the reorganization also required that the amount of any
dividends waived by Rockville Financial MHC, Inc. will not be available for payment to the public
stockholders of Rockville Financial, Inc. {(i.e., stockholders other than Rockville Financial MHC,
Inc.) and that such amounts will be excluded from Rockville Financial, Inc.’s capital for purposes of
calculating dividends payable to the public stockholders. Moreover, Rockville Bank is required to
maintain the cumulative amount of dividends waived by Rockville Financial MHC, Inc. ina
restricted capital account that would be added to the liquidation account established in the
reorganization. This amount would not be available for distribution to public stockholders. The
restricted capital account and liquidation account amounts would not be reflected in Rockville
Bank’s financial statements, but would be considered as a notational or memorandum account of
Reckville Bank. These accounts would be maintained in accordance with the laws, rules, regulations
and policies of the Connecticut Banking Department and the Plan of Reorganization and Minority
Stock Issuance.

Rockville Financial MHC, Inc. has not waived any dividends paid or declared by Rockville
Financial, Inc. and currently does not expect to waive dividends declared by Rockville Financial,
Inc. If Rockville Financial MHC, Inc. decides that it is in its best interest to waive a particular
dividend 1o be paid by Rockville Financial, Inc. and the Federal Reserve Board approves such
waiver, then Rockville Financial, Inc. would pay such dividend only to its public stockholders. The
amount of the dividend waived by Rockville Financial MHC, Inc. would be treated in the manner
described above. Rockville Financial MHC, Tnc.’s decision as to whether or not to waive a particular
dividend will depend on a number of factors, including Rockville Financial MHC, Inc.’s capital
needs, the investment alternatives available to Rockville Financial MHC, Inc. as compared to those
available to Rockville Financial, Inc., and the possibility of regulatory approvals. We cannot
guaramee:

o that Rockville Financiai MHC, Inc. will waive dividends paid by Rockville Financial,
Inc.;

e that, if we make application to waive a dividend, the Federal Reserve Board will approve
such dividend waiver request; or

*  what conditions may be imposed by the Federal Reserve Board on any dividend waiver.

Federal Securities Laws

Rockville Financial, Inc.’s common stock is registered with the Securities and Exchange
Commission under the Sccurities Exchange Act of 1934 and is subject to the information, proxy
solicitation, insider trading restrictions and other requirements under the Securities Exchange Act of
1934.

Item 1A. Risk Factors

An investment in Rockville Financial, Inc.’s common stock involves risk. The following discussion
highlights risks management belicves are material for our company, but does not necessarily include
all risks that we may face. You should carefully consider the following risk factors and read this
Form 10-K in its entirety, when evaluating whether to make an investment in the Company’s
common stock.

Future Changes in Interest Rates May Reduce cur Profits Which Could Have a Negative Impact
on The Value of Our Stock.

Qur ability to make a profit largely depends on our net interest income, which could be negatively
affected by changes in interest rates. Net interest income is the difference between: the interest
income we earn on our interest-earning assets, such as loans and securities; and the interest expense
we pay on our interest-bearing liabilities, such as deposits and borrowings.

The rates we earn on our assets and the rates we pay on our liabilities are generally fixed for a
contractual period of time. Like many banks, our liabilities generally have shorter contractual
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maturities than our assets. This imbalance can create significant camings volatility due to market
interest rate changes over time. In a period of rising intcrest rates, the interest income camed on our
assets may not increase as rapidly as the interest paid on our liabilities. [n a period of declining
interest rates, the interest income earned on our assets may decrease more rapidly than the interest
paid on our liabilities. We diligently manage our intercst rate risk in order to minimize the exposure
of our earnings and capital to changes in interest rates. We measure interest rate risk under various
rate scenarios using specific criteria and assumptions. A summary of this process, along with the
results of our net interest income simulations is presented within “ltem 7A. Quantitative and
Qualitative Disclosures About Market Risk” of this Annual Report on Form 10-K.

In addition, changes in interest rates can affect the average life of loans and mornigage-backed and
related securities. A reduction in intcrest rates results in increased prepayments of loans and
mortgage-backed and related sceurities, as borrowers refinance their debt in order to reduce their
borrowing costs. This creates reinvestment risk, which is the risk that we may not be able to reinvest
prepayments at rates that are comparable to the rates we carned on the prepaid loans or securities.

We Are Subject to Lending Risk and Could Incur Losses In Our Loan Portfolio Despite Our
Underwriting Practices.

There are risks inherent in making any loan, including those related to dealing with individual
borrowers, nonpayment, uncertainties as to the future value of collateral and changes in economic
and industry conditions. We attempt to closely manage our credit risk through prudent loan
underwriting and application approval procedures, careful monitoring of concentrations of our foans
within specific industries and periodic independent reviews of outstanding Joans by our loan
management department and third party loan review specialists. We cannot assure that such approval
and monitoring procedures will reduce these credit risks.

Increases in interest rates and/or weakening economic conditions could adversely impact the ability
of borrowers to repay their outstanding loans. In the past, we have focused on providing adjustable-
rate morigages (“ARM’s”) to decrease the risk related to changes in the interest rate environment,
however, these types of loans also involve other risks. As interest rates rise, the customers® payments
on an ARM also increase to the extent permitted by the loan terms thereby increasing the potential
for default. Also, when interest rates decline substantially, borrowers lend to refinance into fixed-rate
loans.

Our financial results may be adversely affected by changes in prevailing economic conditions,
including decreases in real estate values, changes in interest rates which may cause a decrease in
interest rate spreads, adverse employment conditions, the monetary and fiscal policies of the federal
government and other significant external events. Because we have a significant amount of real
estate loans, decreases in real estate values could adversely affect the value of property used as
collateral. At December 31, 2006, loans secured by real estate represented 90% of our total loans,
substantially all of which are secured by properties located in Hartford and Tolland Counties.
Adverse changes in the economy also may have a negative effect on the ability of our borrowers to
make timely repayments of their loans, which would have an adverse impact on our earnings.

As of December 31, 2006, approximately 38% of our loan portfolio consisted of commercial and
industrial, construction, and commercial business loans. These types of loans involve increased risks
because the borrower’s ability 1o repay the loan typically depends primarily on the successful
operation of the business or the property securing the loan. Additionally, these loans are primarily
made to small- or middle-market business customers who may have valnerability to economic
conditions and who may not have experienced a complete business or economic cycle. These types
of loans are also typically larger than single-family residential mortgage loans or consumer loans.
Because our loan portfolio contains a significant number of commercial and industrial, construction
and land development, and commercial real estate loans with relatively large balances, the
deterioration of onc or a few of these loans could causc a significant increase in non-performing
loans. An increase in non-performing loans would result in a reduction in interest income recognized
on loans. An increase in non-performing loans also could require us to increase the provision for
losses on loans and increase loan charge-offs, both of which would reduce our net income.

Due to the growth experienced in our commercial real estate and commercial business loans over the
past few years during a declining rate environment, our unseasoned adjustable rate loans have not
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been subject to an increasing rate environment. A significant portion of our loan portfolio is
unseasoned and may not perform as expected, if interest rates increase, resulting in higher future
charges for loan losses. Although we believe that our loan growth has been achieved without
compromising loan underwriting standards, commercial business and commercial real estate loans
are inherently riskier than residential mortgage loans, historically our primary loan product.

All of these factors could have a material adverse effect on our financial condition and results of
operations. See further discussion on our commercial loan portfolio in “Loans” within “ltem 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations” of this
Annual Report on Form 10-K.

If Qur Allowance for Loan Losses is Not Sufficient to Cover Actual Loan Losses, Our Earnings
Could Decrease.

We make various assumptions and judgmenis about the collectibility of our loan portfolio, including
the creditworthiness of our borrowers and the value of the real estate and other assets serving as
collateral for the repayment of many of our loans. In determining the amount of the allowance for
loan losses, we review our loss and delinquency experience on different loan categories and we
evaluate existing economic conditions. If our assumptions are incorrect, our allowance for loan
losses may not be sufficient to cover losses inherent in our loan portfolio, resulting in additions to
our allowance which would decrease our net income. Although we are unaware of any specific
problems with our loan portfolio that would require any increase in our allowance at the present
time, it may need to be increased further in the future due to our emphasis on loan growth and on
increasing our portfolio of commercial business and commercial real estate loans.

In addition, bank regulators periodically review our allowance for loan losses and may require us to
increase our provision for lean losses or recognize further loan charge-offs, although we are unaware
of any reason for them to do so at the present time. Any increase in our allowance for loan losses or
loan charge-offs as required by these regulatory authorities may have a material adversc effect on
our results of operations and financial condition.

Our Stock Vatue May be Negatively Affected by Federal Regulations Restricting Takeovers and
our Mutual Holding Company Structure.

Federal and Connecticut Regulations Restricting Takeovers: The Change in Bank Control Act
and the Bank Holding Company Act together with Federal Reserve Board regulations promulgated
under those laws, require that a person obtain the consent of the Federal Reserve Board before
attempting to acquire control of a bank holding company. In addition, the Plan of Reorganization
and Minority Stock Issuance pursuant to which Rockville Financial, Inc. was created contains a
provision allowed under Connecticut Banking regulations requiring the approval of the Connecticut
Banking Commissioner prior to an offer being made to purchase or acquire 10% or more of
Rockville Financial, Inc.’s stock through May 20, 2010,

The Mutual Holding Company Structure May Impede Takeovers: Rockville Financial MHC,
Inc., as the majority stockholder of Rockville Financial, Inc., will be able to control the outcome of
most matters presented to stockholders for their approval, including a proposal to acquire Rockville
Financial, Inc. Accordingly, Rockville Financial MHC, Inc. may prevent the sale of or merger of
Rockville Financial, Inc, or its subsidiaries even if such a transaction were favored by a majority of
the public stockholders of Rockville Financial, Inc. Also, the Certificate of Incorporation of
Rockville Financial MHC, Inc. contains several provisions which make such a transaction more
difficult 10 achieve than otherwise.

Persons Who Purchase Qur Stock Will Own a Minority of Rockville Financial, Inc.’s Common
Stock and Will Not Be Able to Exercise Voting Control Over Most Matters Put to a Vote of
Stockholders.

Public stockholders own a minority of the outstanding shares of Rockville Financial, Inc.’s common
stock. Rockville Financial MHC, Inc. owns a majority of Rockville Financial, Inc.’s common stock
and is able to exercise voting control over most matters put to a vote of stockholders. The same
directors who govern Rockville Financial, Inc. and Rockville Bank also govern Rockville Financial
MHC, Inec. In addition, Rockville Financial MHC, Inc. may exercise its voting control to prevent a
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sale or merger transaction in which stockholders could receive a premium for their shares. In that
regard, Rockville Financial MHC, Inc.’s Certificate of [ncorporation requires its Board of Directors
to consider the impact of its actions on a variety of constituencies in making certain business
decisions. These constituencies include the depositors, employees and creditors of Rockville Bank,
and the well-being of the communities in which Rockville Bank conducts business, in addition to
Rockville Financial, Inc. stockholders. Thus, Rockvitle Financial MHC, Inc. should be expected to
act in a manner that furthers the general interests of those constituencies. The Board of Directors of
Rockville Financial, Inc. is committed to maintaining the Company’s independence and approved a
resolution on the matter. The Certificate of Incorporation of Rockville Financial MHC, Inc. requires
“super majority” votes by its corporators (80%) and directors (80%) to effect a second step
conversion.

When We Declare Dividends on OQur Commeon Stock, Rockville Financial MHC, In¢, Will be
Prohibited From Waiving the Receipt of Dividends by Current Federal Reserve Board Policy.

Rockville Financial, Inc.’s Board of Directors has the authority to declare dividends on our common
stock, subject to statutory and regulatory requirements. When Rockville Financial, Inc, pays
dividends to its stockholders, it also is required to pay dividends to Rockville Financial MHC, Inc.,
unless the Company is permitted by the Federal Reserve Board to waive the receipt of dividends.
The Federal Reserve Board’s current position is to not permit a bank holding company to waive
dividends declared by its subsidiary. Accordingly, because dividends will be required to be paid to
Rockville Financial MHC, Inc., along with all other stockholders, the amount of dividends available
for all other stockholders will be less than if Rockville Financial MHC, Inc were permitted to waive
the receipt of dividends.

We Have Opened New Branches and Expect to Open Additional New Branches Which May
Incur Losses During Their Initial Years of Operation as They Generate New Deposit and Loan
Portfolios.

Rockville Bank opened new branch offices in Tolland and Coventry in 2004, in Glastonbury in
2003, South Glastonbury in 2006 and in Enfield in the first quarter of 2007. Rockville Bank intends
to continue to expand through de novo branching, Losses are expected from these new branches for
some time as the expenses associated with them are largely fixed and are typically greater than the
income earned as the branches build up their customer bases. No assurance can be given as to when,
if ever, new branches will become profitable.

Further Implementation of Qur Stock Benefit Plans Will Increase Our Costs, Which Will
Reduce Our Income.

As part of the reorganization and stock offering, the Company established an Employee Stock
Ownership Plan (“ESOP™) for eligible employees and authorized the Company to lend the funds to
the ESOP to purchase 699,639 or 8% of the shares issued in the initial public offering. The ESOP
purchased 437,287 shares of common stock through the initial public offering, 203,072 shares were
purchased in the open market in 2005 and the final 59,300 shares were purchased in the open market
in 2006. The Company’s subsidiary, Rockville Bank intends to make annual contributions to the
ESOP that will be adequate to fund the payment of regular debt service requirements attributable to
the indebtedness of the ESOP. Annual employee stock ownership plan expenses will be recorded in
an amount equal to the fair value of shares of common stock committed to be released to employees.
If shares of common stock appreciate in value over time, compensation expense relating to the
Employee Stock Ownership Plan will increase.

Stockholders approved establishment of the Rockville Financial, Inc. 2006 Stock Incentive Plan (the
“Stock Incentive Ptan”) at the Company’s 2006 Annual Meeting on August 22, 2006. The Stock
Incentive Plan allows for the granting of up to 1,224,405 shares, or 13.8%, of the number of shares
of common stock held by persons other than Rockville Financial MHC, Inc. to (i) fund the Stock
Incentive Plan’s recognition and retention plan and (ii) satisfy the exercise of options under its stock
option plan. In the event that a portion of these shares used to fund awards under the Stock Incentive
Plan is obtained from authorized but un-issued shares or from purchases of shares in the open
market, such awards will decrease our net income per share and stockholders’ equity per share. The
Company made awards in 2006 of a portion of the shares allowed under the Stock Incentive Pian,
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the expenses of which are reflected in the Company’s 2006 operating results. Additional awards
under the Stock Incentive Plan will be funded either through open market purchases, if permiited, or
from the issuance of authorized but un-issued shares. Such additional awards will reduce our income
in the future.

Strong Competition Within Our Market Area May Limit Our Growth and Profitability.

Competition in the banking and financial services industry is intense, In our market area, we
compete with commercial banks, savings institutions, mortgage brokerage firms, credit unions,
finance companies, mutual funds, insurance companies, and brokerage and investment banking firms
operating locally and elsewhere. Many of these competitors have substantially greater resources and
lending limits than we have and offer certain services that we do not or cannot provide. Our
profitability depends upon our continued ability to successfully compete in our market area. The
greater resources and deposit and loan products offered by our competitors may limit our ability to
increase our interest earning assets.

Because We Intend to Increase Qur Commercial Real Estate and Commercial Business Loan
Originations, Our Lending Risk Will Increase, and Downturns in the Real Estate Market or
Local Economy Could Adversely Affect Our Earnings.

Commercial real estate and commercial business loans generally have more risk than residential
morigage loans. Because the repayment of commercial real estate and commercial business loans
depends on the successful management and operation of the borrower’s properties or related
businesses, repayment of such loans can be affected by adverse conditions in the real estate market
or the local economy. Commercial real estate and commercial business loans may also involve
relatively large loan balances to individual borrowers or groups of related borrowers, A downturil in
the real estate market or the local economy could adversely impact the value of properties securing
the loan or the revenues from the borrower’s business thereby increasing the risk of non-performing
loans. As our commercial real estate and commercial business loan portfolios increase, the
corresponding risks and potential for losses from these loans may also increase.

The Trading Velume in our Stock Is Less Than Larger Publicly Traded Companies Which Can
Cause Price Volatility, Hinder Your Ability to Sell Our Common Stock and May Lower the
Market Price of the Stock.

Rockville Financial, Inc. began trading shares of common stock on the NASDAQ Global Select
Stock Market under the symbol “RCKB” on May 23, 2005. The trading history of our common stock
has been characterized by relatively low trading volume. The value of a stockholder’s investment
may be subject to sudden decreases due to the volatility of the price of our common stock which
trades on the NASDAQ Global Select Stock Market. The volume experienced was significantly less
than a larger publicly traded company. Persons purchasing shares may not be able to scll their shares
when they desire if a liquid trading market does not develop or sell them at a price equal to or above
their initial purchase price. This limited trading market for our common stock may reduce the market
value of the common stock and make it difficult to buy or sell our shares on short notice.

We Operate in a Highly Regulated Environment and We May Be Adversely Affected by Changes
in Laws and Regulations.

We are subject to extensive regulation, supervision and examination by the Connecticut Banking
Commissionet, as our chartering authority, by the Federal Deposit Insurance Corporation, as insurer
ol deposits, and by the Federal Reserve Board as regulator of our two holding companies. Such
regulation and supervision govern the activities in which a financial institution and its holding
company may cngage and are intended primarily for the protection of the insurance fund and
depositors. Regulatory authorities have extensive discretion in connection with their supervisory and
enforcement activities, including the imposition of restrictions on the operation of an institution, the
classification of assets by the institution and the adequacy of an institution’s allowance for loan
losses. Any change in such regulation and oversight, whether in the form of regulatory policy,
regulations, or legislation, may have a material impact on our operations.
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

At December 31, 2006 the Company’s banking subsidiary, Rockville Bank, operated through 18
banking offices and our automated teller machines (*ATM”), including ten stand-alone ATM
facilities. One additional facility was opened in February 2007 and another facility is expected to
open in the third quarter of 2007 pending regulatory approval. The Company sub-leases part of two
of its locations to third parties.

Year Date of
Owned Or Acquired Lease
Location Leased Or Leased Expiration
Main Office:
25 Park Street
Rockville, CT Own 1895 N/A
Branches:
1671 Boston Turnpike
Coventry, CT Lease 2005 20109
265 Eilington Road""
East Hartford, CT Lease 2001 2009
67 Prospect Hill Road™
East Windsor, CT Lease 2001 2009
12 Main Street
Ellington, CT Lease 1987 2007
65 Palomba Drive'?
Enfield, CT Lease 2001 20079
231 Hazard Avenue
Enfield, CT Own 1997 N/A
1009 Hebron Avenue
Glastonbury, CT Lease 2005 20159
341 Broad Street
Manchester, CT Own 2001? N/A
234 Tolland Turnpike!"
Manchester, CT Lease 1996 2011
20 Hyde Avenue
Rockville, CT Own 1992 N/A
612 Main Street
Somers, CT Lease 1970 2008
902 Main Street
South Glastonbury, CT Lease 2005 2010
1645 Ellington Road
South Windsor, CT Own 2001 N/A
869 Sullivan Avenue
South Windsor, CT Lease 1985 20119
275 Mountain Road
Suffield, CT Own 2001 N/A
6 Field Stone Commons
Tolland, CT Own 20049 N/A
Route 83 at Pitkin Road
Vemon, CT Lease 1978 2008
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Item 3.

Item 4.

Branches expected to open in 2007:
660 Enfield Street'”

Enfield, CT Lease
43 Prospect Hill Road"”
East Windsor, CT Lease

Stand-Alone ATM Facilities:
135 West Road

Ellington, CT Lease
Scitico Plaza

Enfield, CT Lease
Center Street

Manchester, CT Lease
MCC Community College

Manchester, CT Lease
Rockville General Hospital

Rockville, CT Lease
Southficld Road

Somers, CT Lease
Evergreen Walk (2 facilities)

South Windsor, CT Lease
Evergreen Walk (I facility)

South Windsor, CT Lease
Big Y Supermarket

Tolland, CT Lease

2006

2007

2006

2000

2005

2005

2005

2004

2004

2004

2005

2016

20279

20119
2010
2010
2007
2007
2008
2007
2008

2010

)
2)
3
4
&)
(6
(N

(8)

Supermarket banking facility.

Originally leased properties that were purchased in 2006.

Has one (1) remaining renewal option for a five {5) year term.

Has two (2) remaining rencwal options cach for five (5) year terms.
Has three (3} remaining renewal options each for five (5) year terms,
The 660 Enficld Street branch was opened in February 2007.

The 43 Prospect Hill Road branch in East Windsor is anticipated to open in the third quarter of 2007 pending regulatory

approval.
Fas two (2} remaining renewal options each for three (3) year terms.

Legal Proceedings

We are subject to certain pending and threatened legal actions which arise out of the normal course
of our business, including typical cusiomer claims and counterclaims arising out of the retail banking
and mortgage banking business. We believe that the resolution of any pending or threatencd
litigation will not have a material adverse effect on our consolidated financial condition or results of
operations.

Submission of Matters to a Vote of Security Holders

Nonc
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Part 11

Item S.

Market For The Registrant’s Common Equity and Related Stockholder Matters

The Company’s Common Stock has traded on the NASDAQ Global Select Stock Market under the
symbol “RCKB” since the Company’s initial public offering closed on May 20, 2005 and the
Common Stock began trading on May 23, 2005. The initial offering price was $10.00 per share, The
following table sets forth the high and low prices {such prices reflect interdealer prices, without retail
markup, markdown or commissions and may not necessarily represent actual transactions) of the
Common Stock from May 23, 2005 to December 31, 2006, as reported by NASDAQ Global Select
Stock Market.

Common Stock (per share)
Market Price

Dividends
High Low Declared

2006:
First Quarter $ 15.00 $ 13.17 b -
Second Quarter 15.00 13.55 -
Third Quarter 14.90 14.05 0.04
Fourth Quarter 18.06 14.24 0.04
2005:
Second Quarter (commencing May 23,2005) $ 12.68 $ 9.7 ¥ -
Third Quarter 15.79 12.00 -
Fourth Quarter 14.00 12.67 -

As of December 31, 2006, there were 19,574,640 shares of our common stock outstanding. The
Company had 4,500 holders of record as of December 31, 2006, including Rockville Financial
MHC, Inc., which held 10,689,250 shares, Rockville Bank Community Foundation, Inc. which held
388,700 shares and the Rockville Bank Employee Stock Ownership Plan, which held 699,659
shares, The above amount does not reflect the number of persons or entities who hold their stock in
nominee or “street” name.
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Repurchase of Equity Securities During 2006:

The following table provides information about purchases' by us during the year ending December
31, 2006 of equity securities that are registered by us pursuant to Section 12 of the Securities Act:

Issuer Purchases of Equity Securities

Period

November 22, 2006 —

November 30, 2006
December 1, 2006

Total

Maximum
Number of
Total Number of  Shares that May
Shares Purchased Yet Be
Total Number as Part of Publicly Purchased
of Shares Average Price  Anncunced Plans  Under the Plans
Purchased  Paid per Share or Programs or Programs
32,800 $16.48 32,800 317,030
25,000 16.85 25,000 292,030
57,800 $16.64 57,800

(1} Effective November I3, 2006, the Company adopted a plan to repurchase of up to 349,830 of our outstanding shares of
common stock on the open market.

Securities Authorized for Issuance Under Equity Compensation Plans

The following table summarizes certain information about the equity compensation plans of the
Company as of December 31, 2006:

Plan Category

Number Of

Ri

Number Of Securities
emaining Available For

Securities To Be
Issued Upon

Weighted-Average
Exercise Price Of

Future lssuance Under
Equity Compensation

Equity compensation plans

approved by security holders

Equity compensation plans not

Exercise Of Options, Quistanding Plans (Exctuding
Warrants And Options, Warrants Securities Reflected In
Rights And Rights Column (A))
A B) ©)
179,200 5 17.77 840,257
approved by security holders - - -
179,200 $ 17.77 840,257

Total

Dividends:

The Company paid dividends of $0.08 per share to its stockholders in 2006. Declarations of
dividends by the Board of Directors, if any, will depend upon a number of factors, including
investment opportunities available to the Company, capital requirements, regulatory limitations, the
Company’s financial condition and results of operations, tax considerations and general economic
conditions. No assurances can be given, however, that dividends will continue to be paid.
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Performance Graph:

The following graph compares the cumulative total return on the common stock for the period
beginning May 23, 2005, the date on which Rockville Financial, Inc. common stock began trading,
as reported by the NASDAQ Global Select Stock Market through December 31, 2006, with (i) the
cumnulative total return on the S&P 500 Index and (ii) the cumulative total return on the Keefe,
Bruyette & Woods, Inc. 50 Index for that period.

This graph assumes the investment of $100 on May 23, 2005 in our common stock (at the initial
pubiic offering price of $10.00 per share), the S&P 500 Index and the Keefe, Bruyette & Woods,
Inc. 50 Index and assumes that dividends are reinvested.

180
170
160
150
140
130
120 -
110

100
oolocee X , :
5/23/2005 6/30/2005 9/30/2005  12/31/2005  3/31/2006 6/30/2006 9/30/2006  12/31/2006

wegp— SEP 500 =3¢ KBW50 —gtrm RCKB

S&P 500 5/23/2005 6/30/2005 9/30/2005 12/31/2005 3/31/2006 6/30/2006 9/30/2006  12/31/2006
Price Index 1 1193.86 1191.33 1228.81 1248.29 1294.83 1270.20 1335.85 1418.30
Capital Appreciation -0.21% 3.15% 1.58% 3.73% -1.90% 5.17% 6.17%
Unannualized
Dividend Yield 0.19% 0.45% 0.49% 0.47% 0.46% 0.48% 0.51%
Total Quarterly Return -0.03% 3.60% 2.08% 4.20% -1.44% 5.65% 6.69%
100.0 160.0 103.6 105.7 110.2 108.6 114.7 122.4
KBW350 5/23/2005 6/30/2005 9/30/2005 12/31/2005 3/31/2006 6/30/2006 9/30/2006 12/31/2008
Price Index 649.85 637.36 61522 664.01 674.02 685.08 722.98 768.90
Capital Appreciation -1.92% -3.47% 7.93% 1.51% 1.64% 5.53% 6.35%
Unannualized
Dividend Yield 0.22% 0.78% 0.83% 0.77% 0.79% 0.80% 0.84%
Total Quarterly Return -1.70% =2.70% 8.76% 2.28% 2.43% 6.33% 7.19%
160.0 98.3 95.7 104.0 106.4 109.0 115.9 124.2
RCKB 5/23/2005 6/30/2005 9/30/2005 12/31/2005 3/31/2006 6/30/2006 9/30/2006 12/31/2006
Price Index 10.48 12.22 13.34 13.05 14.33 14.72 14.49 17.85
Capital Appreciation 16.60% 9.17% -2.17% 9.81% 2.72% -1.56% 23.19%
Unannualized
Dividend Yield - - - - - 0.27% 0.28%
Total Quarterly Return 16.60% 9.17% -217% 9.81% 2.72% -1.28% 23.46%
100.0 116.6 127.3 124.5 136.7 140.5 138.6 171.2

*Note for the S&P 500 Index and KBW 59 Index, the 6/30/05 Unamortized Dividend Yield is
adjusted to reflect that the stock holding period was not for the duration of the entire quarter.
Unamortized Dividend Yield for the indices is adjusted to reflect the 5/23/05-6/30/05 holding period.
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Item 6. Selected Financial Data

Selected financial data for each of the years in the five-year period ended December 31, 2006 are set
forth below. The consolidated financial statements and notes thereto as of December 31, 2006 and
2005 and for each of the years in the three-year period ended December 31, 2006 are included
elsewhere in this 10-K.

On May 20, 2005 the Company completed its reorganization from a state-chartered mutual holding
company 1o a state-chartered mid-tier mutual stock holding company. As such, the 2005 Selected
Financial Data includes the effect of the reorganization and minority stock issuance.

At December 31,
2006 2005 2004 2003 2002
{In Thousands)

Selected Financial Condition Data:

Total assets $1,232,836  $1,056,169 $ 889,913 $ 712,018 $ 687,195
Available for sale securities 132,467 129,049 136,007 127,597 118,795
Federal Home Loan Bank stock 9,836 8,498 7,412 6,069 6,069
Loans receivable, net 1,033,355 859,700 696,249 528,482 477,581
Loans held for sale - - - - 24,7861
Cash and cash equivalents 22,381 23,611 22,100 28,454 43,056
Deposits 884,511 761,396 692,498 531,929 514,295
Morttgagors and investors

escrow accounts 5,320 4,794 3,979 3,349 3,298
Advances from the Federal

Home Loan Bank 178,110 130,867 118,015 105,153 105,283
Total stockholders’ equity 155,064 150,905% 68,526 65,917 58,722
Allowance for loan losses 9,827 8,675 6,371 4,971 5,168
Non-performing loans®® 1,493 71779 2,398 2,088 1,637

(1) In December 2002, the Company entered into a forward contract to sell mortgage loans 1o a thicd party in carly 2003.
The fair value of the forward contract of approximately $735.000 on December 31, 2002 was recognized in income
during the year ended December 31, 2002,

{2) The Company received proceeds of $83.6 million for the sale of §,357,050 shares of its common stock, representing
43% of the outstanding common shares at $10.00 per share to eligible account holders and employee benefit plans of the
Bank pursuant to subscription rights as set forth in the Plan. Recrganization costs of $2.3 million were incurred in
conducting the offering and were recorded as a reduction of the proceeds from the shares sold in the reorganization.

(3) Non-performing loans include loans for which the Bank does not accrue interest (nonaccrual loans), toans 90 days past
due and still accruing interest and rencgotiated loans.

(4) Balance includes a $4.9 million fully guaranteed United States Department of Agriculture loan that was past due 90 days
and still accruing as of December 31, 2005 which was repaid in full in January 2006,
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Years Ended December 31,

2006 2005 2004 2003 2002

(Dollars in Thousands, Except Per Share Amounts)
Selected Operating Data:

Interest and dividend income $ 63,952 $ 48,600 $ 383814 $ 38493 $ 41,566
Interest expense 27,649 16,514 13,070 12,999 17,786

Net interest income 36,303 32,086 25,744 25,494 23,777
Provision for loan losses 1,681 2,700 2,372 2,100 1,300

Net interest income after

provision for loan losses 34,622 29,386 23,372 23,394 22,477
Noninterest income 4,625 4,076 3,183 3,953 2,781
Noninterest expense 29,025 24,616 21,596 17,810 16,320
Contribution to Rockville Bank

foundations - 3,887 - 779 -
Income before income taxes 10,222 4,959 4,959 8,758 8,938
Provision for incorre taxes 3,368 1,533 1,510 2,667 2,919

Net income $ 684 3 3426 $ 3449 $ 6091 § 6019

For the

Period from
For the Year May 20,

Ended 2005 to
December December

31, 2006 31, 2005
Net income ' $ 6834 % 1,669

Earnings per share (!

Basic h) 0.36 3 0.09
Diluted $ 0.36 $ 0.09

$ 0.08 $ -

Dividends per share

(13 The eamings for the period prior to the mutual holding company reorganization which was completed on May 20, 2005,
were excluded when calculating the eamings per share since shares of common stock were not issued until May 20,
2005; therefore, per share information for prior periods is not meaningful.
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Selected Financial Ratios and Other Data:

Performance Ratios:

Return on average assets

Return on average equity

[nterest rate spread

Net interest margin

Noninterest expense lo average assets

Efficiency ratio

Efficiency ratio, excluding Foundation contributions

Average inlerest-earning assets 1o average interest-
bearing habilities

Dividend payout ratio

Capital Ratios:

Capital to total assets at end of year
Average capital to average assets
Total capital to risk-weighted assets
Tier I capital to risk-weighted assets
Tier [ capittal to total average assets

Asset Quality Ratios:

Allowance for loan losses as a percent of total loans

Allowance for loan losses as a percent of noni-
performing loans

Net charge-offs to average outstanding loans during
the period

Non-performing loans as a percent of total loans

Non-performing loans as a percent of total assets

Other Data:
Number of full service offices
Number of limited service offices

At or For the Years Ended December 31,

2006 2005 2004 2003 2002
0.59% 0.36% 0.43% 0.86% 0.89%
4.42 2.88 5.14 9.67 10.87
2.75 3.10 3.15 3.48 3.38
3.30 3.49 3.40 3.78 3.72
2.52 2.95 272 2.64 2.43
70.92 78.82 74.65 63.13 61.45
70.92 68.07 74.65 60.48 61.45
122.01 121.51 114.7) 115.08 112.06
0.22 - . . )
12.58 14.29 7.70 926 8.55
13.47 12.35 8.43 8.93 823
18.00 20.44 11.82 13.93 13.25
16.87 19.26 10.70 12.89 12.12
12.75 14.34 7.28 8.54 8.07
0.94 1.00 0.91 0.93 1.07
658.20 12087 265.68 238.07 315.70
0.05 0.05 0.16 0.45 0.22
0.14 0.83 0.34 0.39 0.34
0.12 0.68 0.27 0.29 0.24
14 13 12 10 10
4 4 4 4 5

(1) Represents the difference between the weighted average yield on average interest-earning assets and the weighted

average cost of interest-bearing liabilities.

(2) Represents net interest income as a percent of average interest-earning assets.

{3) Represents noninterest expense divided by the sum of net interest income and noninterest income.

(4) The ratio a1 December 31, 2005 is 380.48 when excluding the $4.9 million fully guaranteed United States Department of

Agriculture loan that was past due 90 days and still accruing as of December 31, 2005, which was repaid in full in

January, 2006,
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[tem 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operation

Overview

Rockville Financial, Inc. (the “Company™) is a state-chartered mid-tier stock holding company
formed on December 17, 2004. The Reorganization and Minarity Stock Issuance Plan (the “Plan™)
adopted by the Company’s and Rockville Bank’s Board of Directors was completed on May 20,
2005. Pursuant to the Plan, the Company became a mid-tier holding company. Rockville Financial
MHC, Inc. holds fifty-five percent of the Company’s common stock, and the Company became the
holder of all the common stock of Rockville Bank (“the Bank”). The Bank provides a full range of
banking services to consumer and commercial customers through its main office in Rockville and
seventeen branches located in Hartford and Tolland counties in Connecticut, The Bank’s deposits are
insured under the Deposit Insurance Fund, which is administered by the Federal Deposit Insurance
Corporation.

The Company strives to remain a leader in meeting the financial service needs of the local
community and to provide quality service to the individuals and businesses in the market areas that it
has served since 1858. Rockville Bank is a community-oriented provider of traditional banking
products and services to business organizations and individuals, offering products such as residential
and commercial real estate loans, consumer loans and a variety of deposit products. Our business
philosophy is to remain a community-oriented franchise and continue 1o focus on providing superior
customer service to meet the financial needs of the communities in which we operate. Current
strategies include expanding our banking network by pursuing new branch locations and branch
acquisition opportunities in our market area, continuing our residential morigage lending activities
which comprise a majority of cur loan portfolio and expanding our commercial real estate and
commercial business lending activities.

Critical Accounting Policies

The accounting policies followed by the Company and its subsidiaries conform with accounting
principles generally accepted in the United States of America and with general practices within the
banking industry.

Critical accounting policies are defined as those that are reflective of significant judgments and
uncertainties, and could potentially result in materially different results under different assumptions
and conditions. We believe that our most critical accounting policies, which involve the most
complex subjective decisions or assessments, relate to allowance for loan losses, other than
temporary impairment of investment securities, income taxes, pension and other post-retirement
benefits and stock compensation.

Allowance for Loan Losses: The allowance for loan losses is the amount estimated by management
as necessary to cover probable credit losses inherent in the loan portfolio at the balance sheet date.
The allowance is established through the provision for loan losses which is charged against income.
Management believes the policy is critical because determination of the amount of the allowance
involves significant judgments and assumptions.

Management performs a quarterly evaluation of the adequacy of the allowance for loan losses and
presents the evaluation to both the Board Lending Committee and the Board of Directors. In
addition, the credit area of the Bank is responsible for the accuracy of loan risk ratings and prepares
an Asset Quality Report on a quarterly basis and provides summary reports to the Board Lending
Committee on a monthly basis. A variety of factors are considered in establishing this estimate
including, but not limited to, historical loss and charge off data, current economic conditions,
historical and current delinquency statistics, geographic and industry concentrations, the adequacy of
the underlying collateral, the financial strength of our borrowers, results of internal and external loan
reviews and other relevant factors. This evaluation is inherently subjective as it requires material
estimates by management that may be susceptible to significant change.

The analysis has two broad components: specific and general allocations. Specific allocations are
made for loans for which collection of contractual principal and interest is uncertain. In such cases,
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the size of the specific allocation is measured by determining an expected collection or, for
collateral-dependent loans, the fair value of the collateral adjusted for market conditions and selling
expenses. The general allocation is determined by segregating the remaining loans by type of loan,
risk weighting (if applicable) and payment history. Historical loss experience, delinquency trends,
general economic conditions and geographic and industry concentrations are also considered. This
analysis establishes factors that are applied to the loan groups to determine the amount of the general
allowance for loan losses. If the altowance for loan losses is too low, the Company may incur higher
provisions for loan losses in the future resulting in lower net income. If an estimate of the allowance
for loan losses is too high, we may experience lower provisions for loan losses resulting in higher net
income.

Other than Temporary Impairment of Securities: Debt securities that management has the
positive intent and ability (o hold to maturity are classified as “held to maturity” and recorded at
amortized cost. On a quarterly basis, securities with unrealized depreciation for twelve or more
consecutive months and other securities with unrealized losses are reviewed as deemed appropriate
to assess whether the decline in fair value is temporary or other than temporary. It is assessed
whether the decline in value is from company-specific events, industry developments, gencral
economic conditions or other reasons. Afler the reasons for the decline arc identified, further
judgments are required as to whether those conditions are likely to reverse and, if so, whether that
reversal is likely to result in a recovery of the fair value of the investment in the near term. If it is
judged not to be near term, a charge is taken which results in a new cost basis. Declines in the fair
value of held to maturity and available for sale securities below their cost that are deemed to be other
than temporary are reflected in earnings.

Management believes the policy for evaluating securities for other than temporary impairment is
critical because it involves significant judgments by management and could have a material impact
on our net income. As of December 31, 2006, there was an aggregate $867,000 of unrealized losses
related to $47.0 million of securities in an unrealized loss position for 12 or more consecutive
months. Management has determined that securities in an unrealized loss position were not other
than temporarily impaired based on their evaluation of current market trends, the nature of the
investments and industry analysis and their ability and intent to hold these debt securities until a
forecasted recovery, which may be maturity. 1f management’s judgment regarding impairment of
these sccurities changes in the future, it will reduce our net income accordingly.

Income Taxes: We recognize income taxes under the asset and liability method. Under this method,
deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilitics and
their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date. Deferred tax assets are reduced
by a valuation allowance when, in the opinion of management, it is more likely than not that all or
some portion of the deferred tax assets will not be realized. The Company has not provided for
Connecticut state income taxes since December 31, 1998 because it has created and maintained a
“passive investment company” (“PIC™), as permitted by Connecticut law, The Company believes it
is in compliance with the state PIC requirements and that no state taxes are due from December 31,
1998 through December 31, 2006; however, the Company has not been audited by the Department
of Revenue Services for such periods. 1f the state were to determine that the PIC was not in
compliance with statutory requirements, a material amount of taxes could be due. As of December
31, 2006, management believes it is more likely than not that the deferred tax assets will be realized
through future reversals of existing taxable temporary differences. As of December 31, 2006 and
2005, our net deferred tax asset was $5.2 million and $3.4 million, respectively, and there was no
valuation allowance.

Pension and Other Post-Retirement Benefits: We have a nencontributory defined benefit pension
plan that provides benefits for substantially all employees hired before January 1, 2005 who meet
certain requirements as Lo age and length of service. The benelfits are based on years of service and
average compensation, as defined. Our funding policy is to coniribute annually the maximum
amount that could be deducted for federal income tax purposes, while meeting the minimum funding
standards established by the Employee Retirement Security Act of 1974 (“ERISA™).
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In addition to providing pension benefits, we provide certain health care and life insurance benefits
for retired employees. Participants or eligible employees hired before March 1993 become eligible
for the benefits if they retire after reaching age 62 with five or more years of service. A fixed percent
of annual costs are paid depending on length of service at retirement. We accrue for the estimated
costs of these other post-retirement benefits through charges to expense during the years that
employees render service; however, we do not fund this plan.

Management believes the policy for determining pension and other post-retirement benefit expenses
is critical because judgments are required with respect to the appropriate discount rate, rate of return
on assets, salary increases and other items. Management reviews and updates the assumptions
annually. If our estimate of pension and post-retirement expense is too low we may experience
higher expenses in the future reducing our net income. If our estimate is too high, we may
experience lower expenses in the future increasing our net income.

While management believes the assumptions used to estimate expenses related to pension and other
post-retirement benefits are reasonable and appropriate, actual experience may significantly differ.
The pension expense is calculated based upen a number of actuarial assumptions, including an
expected long-term rate of return on our Pension Plan assets of 8.50%. In developing our expected
long-term rate of return assumption, we evaluated input from our actuary and investment consultant,
including their review of asset class return expectations as well as long-term inflation assumptions,
and their review of historical returns based on the current target asset allocations of 62% equity
securities, 35% debt securities and 3% real estate. We regularly review our asset allocation and
periodically rebalance our investments when considered appropriate. While all future forecasting
contains some level of estimation error, we continue to believe that 8.50% falls within a range of
reasonable long-term rate of return expectations for our pension plan assels.

Stock Coempensation: The Company accounts for stock options and restricted stock awards in
accordance with SFAS No. 123 (“SFAS 123R™), Share-Based Payments (revised 2004). This
statement requires companies to measure the cost of employee services received in exchange for an
award of equity instruments based on the grant date fair value of the award. These costs are
recognized over the period during which an employee is required to provide services in exchange for
the award, the requisite service period (usually the vesting period). SFAS 123R requires companies
to measure the cost of employee services received in exchange for stock options, and the Company
is required to expense the grant date fair value of the Company’s stock options and restricted stock
with a corresponding increase in equity or a liability, depending on whether the instruments granted
satisfy the equity or liability classification criteria. We use the Black-Scholes option valuation model
to value employee stock awards. Determining the appropriate fair-value mode! and calculating the
estimated fair value of stock-based awards at the grant date requires considerable judgment,
including estimating stock price volatility, expected option life, expected dividend rate, risk-free
interest rate and expected forfeiture rate. We develop our estimates based on historical data and
market information which can change significantly over time.

Comparison of Operating Results for the Year Ended December 31, 2006 to the Year Ended
December 31, 2005

The Company’s results of operations depend primarily on net interest income, which is the
difference between the interest income from eaming assets, such as loans and investments, and the
interest expense incurred on interest-bearing liabilities, such as deposits and other borrowings. The
Company also generates noninterest income, including service charges on deposit accounts,
morigage servicing income, bank owned life insurance income, safe deposit box rental fees,
brokerage fees, insurance commissions and other miscellaneous fees. The Company’s noninterest
expense primarily consists of employee compensation and benefits, occupancy, equipment, and other
operating expenses. The Company’s results of operations are also affected by its provision for loan
losses. The following discussion provides a summary and comparison of the Company’s operating
results for the years ended December 31, 2006 and 2005.
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Income Statement Summary

Years Ended
December 31,

2006 2005 $ Change % Change
(Dollars in Thousands)

Net interest income $ 36,303 $ 32,086 $ 4217 13.14%
Provision for loan losses 1,681 2,700 1,019 37.74
Noninterest income 4,625 4,076 549 13.47
Contribution to Rockville Bank

Community Foundation, Inc. - 3,887 3.887 100.00
Noninterest expense 29,025 24,616 (4,409 (17.91)
Income before income taxes 10,222 4,959 5,263 106.13
Provision for income taxes 3,368 1,533 (1,833) (119.70)
Net income $ 6,854 $ 3,426 $3,428 100.06%

Earnings Summary

Net income of $6.9 million increased by $3.4 million for the year ended December 31, 2006 over the
previous year. In 2005, the Company incurred a $3.9 million expense related to a common stock
contribution to Rockville Bank Community Foundation, Inc. in connection with the initial public
offering, with a related tax benefit of $1.3 million. The Company incurred no such expense in 2006.
In addition, when comparing 2006 to 2005, note that net interest income increased by $4.2 million,
or 13.1%, the provision for loan losses decreased by $1.0 million ot 37.7%, and noninterest income
increased $549,000, or 13.5%. Other noninterest expense (noninterest expense excluding the
Rockville Bank Community Foundation, Inc. contribution) increased by $4.4 million, or 17.9%.
Basic and diluted earnings per share were $0.36 for 2006 compared to basic and diluted earnings per
share of $.09 for the period from May 20, 2005 to December 31, 2005. Earnings per share data is not
presented for earlier periods as there were no shares outstanding prior to May 20, 2005.

The increase in net interest income was primarily due to a $35.8 million, or 22.0%, increase in
average net interest-earning assets offset by a 19 basis point decrease in the net interest margin. The
$1.0 million decrease in the provision for loan losses is attributable to a decrease in the allowance for
loan losses to total loans outstanding from 1.00% at December 31, 2005 to 0.94% at December 31,
2006 and to a low experience of loan defaults in 2006. The allowance for loan losses is based upon
probable and reasonably estimable losses in our loan portfolio.

The $549,000 increase in noninterest income is primarily due to a $497,000 increase in service
charges and fees and an increase in gains on sales of securities of $52,000. The $549,000 increase in
service charges and fees is primarily comprised of an increase of $218,000 in ATM fees due to
increased volume in debit card transactions and additions made to our ATM network and a $327,000
increase in insufficient funds charges as a result of the growth in demand deposit accounts.

In 2005 the Foundation was established with a contribution of 2%, or 388,700 shares of the
Company's common stock to support educational activities and charitable causes in the communities
that the Bank serves. No contributions were made to the Foundation in 2006.

The $4.4 million increase in other noninterest expense (noninterest expense excluding the Rockville
Bank Community Foundation, Inc. contribution) is primarily due to an increase of $2.2 million in
salaries and employee benefits, $930,000 increase in director fees and expenses, a $264,000 increase
in service bureau fees, a $322,000 increase in occupancy costs, a $232,000 increase in printing and
form fees and a $422,000 increase in other noninterest expense. In December 2006, the Company
awarded 197,440 shares of restricted stock to officers and directors, with a fair value of $3.5 million,
as measured on the grant date and options to purchase 179,200 shares of the Company’s stock with
cliff vesting on December 13, 2008 and an exercise price of $17.77 per share. The fair value of the
options awarded on grant date, net of estimated forfeitures, was $739,000 using the Black-Scholes
pricing model. The right to exercise the stock options expires on December 13, 2016. Option and
share awards provide for accelerated vesting if there 1s a change in control, as defined in the Plan.
The total incentive awards expense included $2.1 million for restricted stock and £295,000 for
options. Stock incentive award expenses of $2.4 million were recorded in December 2006 as
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noninterest expenses. Salaries and employee benefits included $1.5 million of stock incentive award
expense {or officers of the Company and other noninterest expense included $924,000 of stock
incentive award expense for the Directors. There was no stock incentive award expense in 2005.

The increase in service bureau fees of $264,000 is primarily due to increases in ATM servicing
costs, core processing services and wide area network costs, due 1o increased service costs and
additions made to our ATM, branch and wide area network.

Net Interest Income Analysis:

Average Balance Sheets, Intercst and Yields/Costs: The following tables set forth average balance
sheets, average yields and costs, and certain other information for the periods indicated. No tax-
cquivalent yield adjustments were made, as the effect thereof was not material. All average balances
are daily average balances. Nonacerual loans were included in the computation of average balances,
but have been reflected in the table as loans carrying a zero yicld. The yields set forth below include
the effect of deferred fees, discounts and premiums that are amortized or accreted to interest income
or expense.

For the Years Ended December 31,

2006 2005 2004
Interest Interest Interest
Average and Yield/ Average and Yield/ Average and Yield/
Balance Iividends Cost Balance  Dividends Cost Balance Dividends Cost
(Dellars in Thousands)
Interest-earning assets:
Loans receivable, net $960,770  $58,000 6.04% $778,358 $42,997 5.52% $600,150 $33,146 5.52%
Available for sale securities 126,271 5,325 422 128,180 5,144 4.01 129,769 5,275 4.06
Federal Home Loan Bank stock 9472 521 530 8214 359 437 6,614 188 2.84
Other carning assets 2,647 106 4.00 3,383 100 2.96 20,208 205 1.01
Total interest-earning assets 1,099,160 63,952 5.82 918,135 48,600 529 756,141 38,814 5.13
Noninterest-carning asseis 52816 46,662 38,394
Total assets $1,151,976 $964,797 $795,135
Interest-bearing liabilities:
NOW and money markel accounts $186,113 2,881 1.55  $177.726 1,956 1.10 $145,578 1,278 0.88
Savings accounts 138,993 851 0.61 163,673 907 0.61 154,138 9317 0.61
‘Time deposits 403,815 16,126 3.99 288,609 8,346 2.89 251,802 6,223 247
Total interest-bearing deposits 728,921 19,858 2.72 630,008 11,299 1.79 551,518 8,438 1.53
Mortgagor’s and investor's
€SCTOW ACCOUMtS 2,991 50 £.67 2,780 45 1.62 2,072 33 1.59
Advances fram the Federa) Home
I.oan Bank 168,942 7,741 4.58 122,828 5,176 4.21 106,134 4,599 4.33
Total interest-hearing liabilities 960,854 27,649 3.07% 755616 16,514 2.19%  659.724 13,070 1.98%
Noninterest-bearing liabilities 95.951 90,043 68,372
Total liabilities 996,805 845,659 728,096
Capital 155,171 119,138 67,039
Total liabilities and capitat $1.151.976 5964797 $795,135
Net interest income $36,303 $32.086 $25,744
Net interest rate spread ' 2.75% 3.10% 3.15%
Net interesi-caming assets $198,306 $162,514 $97,017
Net interest margin ™’ 3.30% 3.49% 3.40%
Average interest-carning assets to
average interest-bearing liabilities 122.01% 121.51% 114.71%

(1) Net interest rate spread represents the difference between the yield on average interest-carning assets and the cost of
average interest-bearing liabilitics.

(2} Net interest-earning asscts represent total interest-earning assets less total interest-hearing liabilitics,

(3} Net interest margin represents the annualized net interest income divided hy average total interest-carning assets.
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Rate Volume Analysis

The following tablc sets forth the effects of changing rates and volumes on net interest income for
the periods indicated. The rate column shows the effects attributable to changes in rate (changes in
rate multiplied by prior volume). The volume column shows the effects attributable to changes in
volume (changes in volume multiplied by prior rate). The net column represents the sum of the
volume and rate columns. For purposes of this table, changes attributable to both rate and volume
that cannot be segregated have been allocated proportionately based on the changes due to rate and
the changes due to volume.

Year Eaded
December 31, 2006
Compared to

Year Ended
December 31, 2005
Compared to

December 31, 2005 December 31, 2004
Increase (Decrease) Increase (Decrease)
Due To Due To
Volume Rate Net Volume Rate Net
(Dollars in Thousands)

Interest and dividend income:
Loans receivable $10,702 $ 4,301 £15,003 $ 9,851 S - $ 9,851
Securities interest, dividends &

income from other assets (56) 405 349 (642) 577 {65)

Total earning assets 10,646 4,706 15,352 9,209 577 9,786
Interest expense:
NOW and meney market accounts 95 830 925 318 360 678
Savings accounts (141) - (141) 58 14 72
Time deposits 3,982 3,798 7,780 981 1,142 2,123

Total interest-bearing deposits 3,936 4,628 8,564 1,357 1,516 2,873
FHLB Advances 2,084 487 2,571 693 (122) 571

Total interest bearing liabilities 6,020 5,115 11,135 2,050 1,394 3,444
Change in net interest income $ 4,626 $ (409 $ 4,217 $ 7,159 $ 817 $ 6,342

Net Interest Income: Net interest income before the provision for loan loss increased 13.1% to
$36.3 million for the year ended December 31, 2006, compared to $32.1 million for the year ended
December 31, 2005, The increase is primarily due to a $35.8 million, or 22.0% increase in average
net interest-earning assets. Average net interest-earning assets increased to $198.3 million for the
year ended December 31, 2006 from $162.5 million for the prior year. Our net interest margin
decreased 19 basis points to 3.30% for the year ended December 31, 2006 from 3.49% for the year
ended December 31, 2005.

Interest and Dividend Income: Interest and dividend income increased 31.6% to $64.0 million for
the year ended December 31, 2006 from $48.6 million for the year ended December 31, 2005,
Interest income on loans receivable increased by 34.9% to $58.0 million for the year ended
December 31, 2006 from $43.0 million for the year ended December 31, 20035 primarily due to a
23.4% increase in average loans receivable. The average loan yield for the year ended December 31,
2006 increased to 6.04% from 5.52% compared to the same petiod in the prior year. The prime rate
used as an index to re-price various commercial and home equity adjustable rate loans increased 100
basis points during the year to 8.25% at December 31, 2006 from 7.25% at December 31, 2005.
Interest and dividend income on available for sale securities increased slightly to $5.3 million for the
year ended December 31, 2006 from $5.1 million for the year ended December 31, 2005 primarily
due to a 21 basis point increase in the average yield on available for sale investment securities for the
year ended December 31, 2006 compared to the year ended December 31, 2005.
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Interest Expense: Interest expense for the year ended December 31, 2006 increased 67.4% to $27.6
million from $16.5 million for the year ended December 31, 2005. The increase in interest expense
for the year ended December 31, 2006 compared to the same period in the prior year was attributable
to an increase in both volume and the weighted average rate paid due to a rising rate environment,
For the year ended December 31, 2006, average interest-bearing liabilities rose 19.2% to $900.9
million from $755.6 million for the year ended December 31, 2005. The average rate paid on
interest-bearing liabilities for the year ended December 31, 2006 increased 88 basis peints to 3.07%
from 2.19% for the year ended December 31, 2005. The increase in the cost of funds was due to a
rising interest rate environment and was mitigated by deposit account strategies to attract lower cost
NOW and money market account deposits. For the year ended December 31, 2006, average core
deposits decreased 4.8% to $325.1 million from $341.4 million for the year ended December 31,
2005,

Provision for Loan Losses: The allowance for loan losses is maintained at a level necessary to
absorb estimated credit losses that are both probable and reasonably estimable at the dates of the
financial statements. Management evaluates the adequacy of the allowance for loan losses on a
quarterly basis and charges to current operations any provision for loan losses considered necessary.
The assessment considers historical loss experience, the types of loans and the amount of loans in
the loan portfolio, adverse situations that may affect the borrower’s ability to repay, the estimated
value of any underlying collateral, and prevailing economic conditions. Based upon the evaluation of
these factors, management recorded a provision of $1.7 million for the year ended December 31,
2006, a decrease of $1.0 million compared to the year ended December 31, 2005 as a result of an
evaluation of the loan portfolio and estimated allowance requirements in addition to favorable loan
charge-offs. At December 31, 2006, the allowance for loan losses totaled $9.8 million, or 658.2% of
non-performing loans and 0.94% of total loans, compared to $8.7 million at December 31, 2005, or
120.9% of non-performing loans and 1.00% of total loans. Excluding a $4.9 million loan fully
guaranteed by the United States Department of Agriculture (“USDA™) classified as non-performing
as of December 31, 2005, the allowance for loan losses totaled 380.5% of non-performing loans.

Noninterest Income: Sources of noninterest income primarily include banking service charges on
deposit accounts, Infinex brokerage and insurance fees, bank owned life insurance and mortgage
servicing income.

The $549,000 increase in noninterest income for the year ended December 31, 2006 compared to the
year ended December 31, 2005 is principally due to a $497,000 increase in service charges and fees
and an increase on the net gains on sales of securities of $52,000. The $497,000 increase in service
charges and fees is primarily comprised of an increase of $218,000 in ATM fees due to increased
volume in debit card transactions and additions made to our ATM network and a $327,000 increase
in insufficient funds charges as a result of the growth in demand deposit accounts offset by a
reduction of $36,000 in Infinex brokerage fees.
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Noninterest Expense: Noninterest expense increased by $522,000, or 1.8%, to $29.0 million for the
year ended December 31, 2006 from $28.5 million for the year ended December 31, 2005.

The following table summarizes noninterest expense for the years ended December 31,2006 and
2005:

Years Ended

December 31,
2006 2005 § Change % Change
{Dollars in Thousands)

Salaries and employee benefits $15093 $12903 § 2,190 17.0%
Service bureau fees 2,936 2,672 264 99
QOccupancy and equipment 3,179 2,857 322 11.3
Professional fees 1,372 1,332 40 3.0
Marketing and promotions 1,134 1,183 {49) (4.1)
Insurance and FDIC

assessments 259 201 58 28.9

Contribution to Rockville Bank
Community Foundation, Inc. - 3,887 (3,887) (100.0)
Other 5,052 3,468 1,584 45.7

Total noninterest expense $29025 §$28503 § 522 1.8%

{1) Includes directors fees and expenses for the years ended December 31, 2006 and 2005 of $1.3 million and $373,000,
respectively.

The increase of $522,000 in noninterest expense is primarily due to a $2.2 million increase in
salaries and benefits, a $264,000 increase in service bureau fees, a $322,000 increase in occupancy
costs, a $40,000 increase in professional fees and an increase in other noninterest expenses of $1.6
million. Offsetting these increases was a $49,000 decrease in marketing and promotions expense and
a $3.9 million common stock contribution made to Rockville Bank Community Foundation, Inc. in
May 2005 in connection with the initial public offering. No such contribution was made in 2006.

The $2.2 million increase in salary and employee benefits includes $1.5 million in stock incentive
award expenses for officers of the Company awarded in December 2006 compared to no awards in
2005, an increase of $1.1 million in salary costs and an increase of $136,000 in ESOP expense. The
ESOP expenses are §1.0 million in 2006, an increase of $136,000 when compared to $932,000 in
ESOP expenses for 2005, This expense was offset by a decrease in bonus 0f $329,000 and a
decrease of $505,000 in our phantom stock plan expense as a result of its termination in December
2005. The increase in salary costs was primarily due to the growth in the number of full-time
equivalent employees, which increased to 189 as of December 31, 2006 from 171 as of December
31, 2005 as a result of the expansion of branch facilities and the commercial lending division.

The $264.000 increase in service bureau fees is primarily due to increases in ATM servicing costs,
core processing services and wide area network costs, due to increased service costs and additions
made to our ATM, branch and wide area network. The increase of $1.6 million in other noninterest
expenses is primarily due to $924,000 in stock incentive plan expenses for the directors awarded in
December 2006 compared to none in 2005 and $232,000 increase in printing and forms.
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Other noninterest expense increased by 45.7% to $5.1 million for the year ended December 31, 2006
compared to $3.5 million for the year ended December 31, 2005. Significant components of other
noninterest expense are as follows:

Years Ended
December 31,
2006 2005 $ Change % Change
(Dollars in Thousands)
Directors fees and expenses $ 1,303 $ 373 % 930 249.3%

Appraisal and credit report 432 383 49 12.8
Telephone 247 251 (4) (1.6)
Postage 359 281 78 27.8
Courier 295 212 83 39.2
Dues and subscriptions 200 177 23 13.0
Service charges 131 127 4 3.2
Printing and forms 389 157 232 147.8
Other 1,696 1,507 189 12.5
Total other noninterest expense $ 5,052 $ 3,468 31,584 45.7%

In 2006 directer fees and expenses increased by $930,000. This increase was primarify due the
Company awarding restricted stock and stock options to the Directors in December of 2006.

Income Tax Expense: Income tax expense increased by $1.8 million to $3.4 million for the year
ended December 31, 2006 compared to $1.5 million of income tax expense for the year ended
December 31, 2005. The effective tax rate was 32.9% and 30.9% for the years ended December 31,
2006 and 2005, respectively. The effective tax rate differed from the statutory rate of 34% for the
years ended December 31, 2006 and 2005 primarily due to the preferential tax treatment of the
corporate dividends received, non-taxable earnings on bank owned life insurance and municipal
investments offset by the non-deductibility of the excess book basis of ESOP expense that is
recorded at average market price for book purposes and is only deductible at cost basis for tax

purposes.

Comparison of Operating Results for the Year Ended December 31, 2005 to the Year Ended
December 31, 2004

Income Statement Summary:

Years Ended

December 31,
2005 2004 $ Change % Change
(Dollars in Thousands)

Net interest income $32,086 $25,744 § 6,342 24.6%
Provision for loan losses 2,700 2,372 (328) (13.8)
Noninterest income 4,076 3,183 893 28.1
Contribution to Rockville Bank

Foundation, Inc, 3,887 - (3.887) (100.0)
Other operating expenses 24,616 21,596 (3,020) (14.0)
Income before income taxes 4,959 4,959 - 0.0
Provision for income taxes 1,533 1,510 (23) (1.5)
Net income $3426 _$3449 _S_(23) (0.7%

General: Net income decreased by $23,000 for the year ended December 31, 2005 and was $3.4
million. This decline was primarily attributable to eamings being reduced by a $3.9 million expense
related to a common stock contribution to Rockville Bank Community Foundation, Inc. in
connection with the initial public offering, with a related tax benefit of $1.3 million, a $328,000, or
13.8%, increase in the provision for loan losses, and a $3.0 million, or 14.0%, increase in other
operating expenses, partially offset by an increase of $6.3 million, or 24.6%, in net interest income

| 54)




ROCKVILLE FINANCIAL, INC.

resulting from a $65.5 million, or 67.5% increasc in average net interest-earning assets, a 9 basis
point increase in the net interest margin and a $893,000, or 28.1% increase in noninterest income.
Basic and diluted earnings per share were $.09 for the period from May 20, 2005 to December 31,
2005. Earnings per share data is not presented for earlier periods as there were no shares outstanding
prior to May 20, 2005.

The Foundation was established with a contribution of 2%, or 388,700 shares of the Company’s
common stock to support educational activities and charitable causes in the communities that the
Bank serves. Excluding the Foundation contribution expense and the related tax benefit, net income
would have increased by $2.5 million or 73.7% to $6.0 million for the year ended December 31,
2005 when compared to the year ended December 31, 2004 primarily due to an increase of

$6.3 million, or 24.6%, in net interest income resulting from a $65.5 million, or 67.5%, increase in
average net interest-carning assets and a 9 basis point increase in the net interest margin offset by a
$328.000, or 13.8%, increase in the provision for loan losses, and augmented by $893,000, or 28.1%,
increase in noninterest income and offset by a $3.0 million, or 14.0%, increase in other operating
expenses. The increase in the average net interest-earning assets reflects the use of proceeds from the
Company’s stock offering to fund loan growth. The $328,000 increase in the provision for lean
josses is attributable to increasing the allowance for loan losses to reflect the significant loan growth
experienced during the year ended December 31, 2005 and as a result of our evaluation of the
required allowance amount hased upon probable and reasonably estimable losses in our loan
portfolio.

The $893,000 increase in noninterest income is principally due to a $440,000 increase in service
charges and fees, an increase on the net gains on sales of securities of $230,000 and 2004 income
being reduced by a $223,000 investment impairment recorded during that year, with no impairment
recorded during the year ended December 31, 2005. The $440,000 increase in service charges and
fees is primarily comprised of an increase of $201,000 in ATM fees due to increased volume in debit
card transactions and additions made to our ATM network, a $109,000 increase in insufficient funds
charges as a result of the growth in demand deposit accounts, a $75,000 increase in official check fee
income due to increased sales volume and a $49,000 increase in safe deposit fees due to increased
demand and additional capacity resulting from the opening of a new branch in August 2005.

The $3.0 million increase in other operating expenses is primarily due to an increase of $1.7 million
in salary and employee benefits, a $405,000 increase in service burcau fees, a $161,000 increase in
occupancy costs, a $430,000 increase in professional fees and a $249,000 increase in marketing and
promotions. The $1.7 million increase in salary and employee benefits reflects an increase of
§525,000 in salary costs largely incurred in connection with the expansion of branch facilities and
the commercial lending division, a $932,000 ESOP expense recorded for the ESOP plan established
in 2005 as part of the stock offering and reorganization, and an increase of $857,000 in other benefit
expenses, offset by decreases of $462,000 in our phantom stock plan expense as a result of the
amendments to the Plan that were used to compule amounts payable in connection with its
termination in December 2005 and a decrease of $364,000 in pension ¢osts primarily due to
increased investment ecamnings on a $3.2 million cash contribution made by the Company to the
pension plan in 2004, The $405,000 increase in service bureau fees is mainly due to $158,000,
$185,000 and $62,000 increase in ATM servicing costs, core processing services and wide area
network costs, respectively, due to increased service costs and additions made to our ATM, branch
and wide area network. The $430,000 increase in professional fees was largely due to $322,000 and
$107,000 increase in audit fees and other professional services, respectively, due to the increased
costs associated with operating a public company. The $249,000 increase in marketing expense is
due to increased costs to maintain a comprehensive marketing program that is designed to attract
new customers, take advantage of growth opportunities, increase customet relationships, and
aggressively advertise our products and services while increasing our cOMmMunity presence.

Net Interest Income: Net interest income before the provision for loan loss increased 24.6% to
$32.1 million for the year ended December 31, 2005, compared to $25.7 million for the year ended
December 31, 2004. The increase is primarily due to a $65.5 million, or 67.5% increase in average
net interest-carning assets which reflect the receipt of stock proceeds that were used to fund loan
growth achieved during the year. Average net interest-earning assets increased to $162.5 million
from $97.0 million for the year ended December 31, 2005, when compared to the same period in the
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prior year. Our net interest margin increased 9 basis points to 3.49% for the year ended December
31, 2005 from 3.40% for the year ended December 31, 2004,

Taterest and Dividend Income: Interest and dividend income increased 25.2% to $48.6 million for
the year ended December 31, 2005 from $38.8 million for the year ended December 31, 2004,
Interest income on loans receivable increased by 29.7% to $43.0 million for the year ended
December 31, 2005 from $33.1 million for the year ended December 31, 2004 primarily due to a
29.7% increase in average loans receivable. The average loan yield for the year ended December 31,
2005 remained unchanged at 5.52% compared to the same period in the prior year despite a rising
rate environment primarily due to the impact of 39.4% of the average loan growth experienced in
2005 being comprised of lower yielding fully guaranteed USDA loans and purchased adjustable rate
residential hybrid loans offset by increases in the average yield on loans with adjustable rates. The
prime rate used as an index to re-price various commercial and home equity adjustable rate loans
increased 200 basis points during the year to 7.25% at December 31, 2005 from 5.25% at December
31, 2004. The average loan yield was reduced by 8 basis points for the year ended December 31,
2005 due to $629,000 in accelerated write-offs of unamortized premiums on USDA loans that paid
off earlier than anticipated. Interest and dividend income on available for sale securities declined
slightly to $5.1 million for the year ended December 31, 2005 from $5.3 million for the year ended
December 31, 2004 primarily due 10 a 1.2% decline in the average available for sale investment
receivable of $128.2 million for the year ended December 31, 2005 compared to the average
available for sale investment receivable of $129.8 million for the year ended December 31, 2004.

Interest Expense: Interest expense for the year ended December 31, 2005 increased 26.4% to $16.5
million from $13.1 million for the year ended December 31, 2004. The increase in interest expense
for the year ended December 31, 2005 compared to the same period in the prior year was attributable
to an increase in both volume and the weighted average rate paid due to a rising rate environment.
For the year ended December 31, 2005, average interest-bearing liabilities rose 14.5% to $755.6
million from $659.7 million for the year ended December 31, 2004. The average rate paid on
interest-bearing liabilities for the year ended December 31, 2005 increased 21 basis points to 2.19%
from 1.98% for the year ended December 31, 2004, The increase in the cost of funds was due to a
rising interest rate environment and was mitigated by deposit account strategies to attract lower cost
core deposits. For the year ended December 31, 2005, average core deposits rose 13.9% to $341.4
million from $299.7 million for the year ended December 31, 2004.

Provision for Loan Losses: The allowance for loan losses is maintained at a level necessary to
absorb estimated credit losses that are both probable and reasonably estimable at the dates of the
financial statements. Management evaluates the adequacy of the allowance for loan losses on a
quarterly basis and charges to current operations any provision for loan losses considered necessary.
The assessment considers historical loss experience, the types of Joans and the amount of loans in
the loan portfolio, adverse situations that may affect the borrower’s ability to repay, the estimated
value of any underlying coilateral, and prevailing economic conditions. Based upon the evaluation of
these factors, management recorded a provision of $2.7 million for the year ended December 31,
2005, an increase of $328,000 compared to the year ended December 31, 2004. The increase in the
provision was primarily due to increasing the allowance for loan losses to reflect the significant loan
growth experienced during the year ended December 31, 2005 and as a result of an evaluation of the
loan portfelio and estimated allowance requirements. At December 31, 2005, the allowance for loan
losses totaled $8.7 million, or 120.9% of non-performing loans and 1.00% of total loans, compared
to $6.4 million at December 31, 2004, or 265.7% of non-performing loans and 0.91% of total loans.
Excluding a $4.9 million loan fully guaranteed by the United States Department of Agriculture
(*USDA™) ciassified as non-performing as of December 31, 2005, the allowance for loan losses
totaled 380.5% of non-performing leans.

Noninterest Income: Sources of noninterest income primarily include banking service charges on
deposit accounts, Infinex brokerage and insurance fees, bank owned life insurance and mortgage
servicing income.

The $893,000 increase in noninterest income for the year ended December 31, 2005 compared to the
year ended December 31, 2004 is principally due to a $440,000 increase in service charges and fees,
an increase on the net gains on sales of securities of $230,000 and income being reduced by a
$223,000 investment impairment recorded during the year ended December 31, 2004 with no
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impairment recorded during the year ended December 31, 2005. The $440,000 increase in service
charges and fees is primarily comprised of an increase of $201,000 in ATM fees due to increased
volume in debit card transactions and additions made to our ATM network, a $109,000 increase in
insufficient funds charges as a result of the growth in demand deposit accounts, a $75,000 increase
in official check fee income due to increased sales volume and a $49,000 increase in safe deposit
fees due to increased demand and additional capacity resulting from the opening of a new branch in
August 2005.

Noninterest Expense: Noninterest expense increased by $6.9 million or 32.0%, to $28.5 million for
the year ended December 31, 2005 from $21.6 million for the year ended December 31, 2004,

The following table summarizes noninterest expense for the years ended December 31, 2005 and
2004:

Years Ended
December 31,
2005 2004 % Change % Change

(Dollars in Thousands)
Salaries and employee benefits $12,903 $11,208 8§ 1,695 15.1%

Service bureau fees 2,672 2,267 405 17.9
Occupancy and equipment 2,857 2,696 161 6.0
Professional fees 1,332 902 430 41.7
Marketing and promotions 1,183 934 249 26.7
Insurance and FDIC

Assessments 201 176 25 14.2
Contribution to Rockville Bank

Foundation, Inc. 3,887 - 3,887 160.0
Other 3,468 3413 55 1.6
Total noninterest expense $28,503 321,596 $ 6907 32.0%

The increase of $6.9 million in noninterest expense is primarily due to a $3.9 million common stock
contribution made to Rockville Bank Community Foundation, Inc. in May 2005 in connection with
the initial public offering and a $3.0 million increase in operating noninterest expense. The increase
in operating noninterest expense is primartly due to an increase of $1.7 million in salary and
employee benefits, a $405,000 increase in service bureau fees, a $161,000 increase in occupancy
costs, a $430,000 increase in professional fees and a $249,000 increase in marketing and promotions.

The $1.7 million increase in salary and employee benefits reflects an increase of $525,000 in salary
costs incurred in connection with the expansion of branch facilities and the commercial lending
division, a $932,000 ESOP expense recorded for the ESOP plan established in 2005 as part of the
stock offering and reorganization, and an increase of $857,000 in other benefit expenses offset by
decreases of $462,000 in our phantom stock plan expense as a result of the amendments to the plan
that were used to compute amounts payable in connection with its termination in December 2005
and a decrease of $364,000 in pension costs primarily due to increased investment earnings on a $3.2
million cash contribution made to the pension plan by the Company in 2004. The number of full-
time equivalent employees increased to 171 as of December 31, 2005 from 166 as of December 31,
2004,

The $405,000 increase in service bureau fees is mainly due to $158,000, $185,000 and $62,000
increase in ATM servicing costs, core processing services and wide area network costs, respectively,
due to increased service costs and additions made to our ATM, branch and wide area network. The
$430,000 increase in professional fees was largely due to $322,000 and $107,000 increase in audit
fees and other professional services, respectively, due to the increased costs associated with
operating a public company. The $249,000 increase in marketing expense is due to increased costs to
maintain a comprehensive marketing program that is designed to attract new customers, take
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advantage of growth opportunities, increase customer relationships, and aggressively advertise our
products and services while increasing our community presence.

Other noninterest expense increased by 1.6% to $3.5 million for the year ended December 31, 2605
compared to $3.4 million for the year ended December 31, 2004, Significant components of other
non-interest expense are as follows:

Years Ended
December 31,
2005 2004 $ Change % Change
(Dollars in Thousands)

Directors fees $§ 3713 % 319 § s34 16.9%
Appraisal and credit report 383 410 27 (6.6)
Telephone 251 233 18 1.7
Postage 281 225 56 249
Courier 212 205 7 34
Dues and subscriptions 177 156 21 13.5
Service charges 127 130 (3) (2.3}
Printing and forms 157 145 12 8.3
Write-off of uncollectible items - 369 {369) (106.0)
Other 1,507 1,221 286 234
Total other noninterest expense $ 3,468 § 3413 § 55 1.6%

We experienced increases in many other noninterest expenses during 2005 primarily as a result of
increased costs associated with more branches and more ATM locations, and costs associated with
becoming a public company.

The year ended December 31, 2004 included an expense of $369,000 related to the charge-off of
uncollectible items from an account reconciliation. Management determined during 2004 that an
account reconciliation was not being properly completed. As a result, a third party was engaged to
assist with the reconciliation and identify reconciling outstanding items. During the third quarter of
2004, we determined that it was not cost beneficial to pursue further investigation and collection of
the outstanding items and the amounts were written off. Procedures and personnel performing the
outstanding account reconciliation were changed. Management believes the reconciliation is now
being completed properly and reconciling items are clearing in a timely manner.

Income Tax Expense: Income tax expense remained constant at $1.5 million for the years ended
December 31, 2005 and 2004, respectively. The effective tax rate differed from the statutory rate of
34% for the year ended December 31, 2005 primarily due to the preferential tax treatment of the
corporate dividends received, non-taxable earnings on bank owned life insurance and municipal
investments offset by the non-deductibility of the excess book basis of ESOP expense that is
recorded at average market price for book purposes and is only deductible at cost basis for tax
purposes. The effective tax rate differed from the statutory rate of 34% for the year ended December
31, 2004 primarily due to the preferential tax treatment of the corporate dividends received, non-
taxable earnings on bank owned life insurance and municipal investments.

Comparison of Financial Condition at December 31, 2006 and December 31, 2005

Summary: The Company’s total assets increased $176.7 million, or 16.7%, to $1.23 billion at
December 31, 2006, as compared to $1.06 billion at December 31, 2005, primarily due to a $173.7
million or 20.2% increase in loans which were funded primarily with the proceeds received from
additional deposits of $123.1 million or 16.2%. Net loans receivable increased to $1,03 billion at
December 31, 2006 from $859.7 million at December 31, 2005 primarily due to increases in one-to-
four family residential mortgages and in commercial real estate loans. Available for sale investment
securities increased $3.4 million or 2.7% to $132.5 million at December 31, 2006 from $129.0
million at December 31, 2005.

Deposits increased $123.1 million, or 16.2%, to $884.5 million at Decernber 31, 2006 from $761.4
million at December 31, 20035, The growth was principally attributable to a $144.8 million increase
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in time deposits as a result of several promotions conducted during the year. Federal Home Loan
Bank advances increased $47.2 million, or 36.1%, to $178.1 million at December 31, 2006 from
£130.9 million at December 31, 2005, The increases in deposits and FHLB advances were also used
to fund loan growth during the period.

Total capital increased $4.2 million, or 2.8%, to $155.1 million at December 31, 2006 from $150.9
million at December 31, 2005.

Investment Securities: At December 31, 2006, the Company’s investment portfolio, consisting
solely of available for sale securiiies, was $132.5 million, a $3.5 million increase compared to
$129.0 million at December 31, 2005 was primarily due to purchases of U.S. Government sponsored
enterprise securities. At December 31, 2006, the net unrealized gain on investment securities
available for sale was $2.7 million, net of taxes, compared to $1.4 million as of December 31, 2005,
Declining long-term market interest rates during the last quarter of 2006 positively impacted the fair
value of the Company’s debt securities during the period. That impact was augmented by unrealized
gains on marketable equity securities.

Lending Activities: Net loans increased $173.7 million, or 20.2%, to $1.03 billion at December 31,
2006 from $859.7 million at December 31, 2005 primarily due to increases in one-to-four family
residential mortgages and commercial real estate loans.

Residential real estate loans increased $82.8 million, or 14.9%, to $640.1 million at December 31,
20006. This increase in loans reflects continued demand for loans in a favorable interest rate
environment, a no-closing costs loan program for refinanced residential loans, the use of two
established local morigage banking firms to originate adjustable rate hybrid residential mortgage
loans and a home equity tine of credit marketing campaign. Commercial real estate loans increased
$83.5 million, or 56.1%, to $232.6 million at December 31, 2006. This increase in commercial real
estate loans reflects the hiring of additional lenders and success of an out of state regional lending
program,

The allowance for loan losses increased $1.2 million, or 13.3%, to $9.8 million at December 31,
2006 from $8.7 millicn at December 31, 2005. The increase in the allowance for loan losses resulted
from a $1.7 million provision for loan losses for the year ended December 31, 2006 offset by
$529,000 in net charge-offs. The increase in the allowance was deemed necessary based upon
management’s analysis and the growth of the loan portfolio. At December 31, 2006, the allowance
for loan losses represented (.94% of total loans and 658.2% of non-performing loans, compared to
1.00% of total loans and 380.5% of non-performing loans as of December 31, 2005 when excluding
a fully guaranteed non-performing USDA loan which was repaid in January 2006 and 120.9% of
non-performing loans when including the fully guaranteed non-performing USDA loan as of
December 31, 2005,

Deposits increased $123.1 million, or 16.2%, to $884.5 million at Decerber 31, 2006, The growth
was principally attributable to a $144.8 million increase in time deposits as a result of several
promotions conducted during the year.

Liquidity and Capital Resources: Liquid assets are maintained at levels considered adequate to
meet the Company’s liquidity needs, Liquidity levels are adjusted to fund loan commitments, repay
borrowings, fund deposit outflows and pay real estate taxes on mortgage loans. Liquidity is also
adjusted as appropriate to meet asset and liability management objectives.

The Company’s primary sources of liquidity are deposits, amortization and prepayment of loans,
maturities of investment securities and other short-term investments, and eamings and funds
provided from operations. While scheduled principal repayments on loans are a relatively
predictable source of funds, deposit flows and loan prepayments are greatly influenced by market
interest rates, economic conditions, and rates offered by our competition, Interest rates on deposits
are priced to maintain a desired level of total deposits. In addition, excess funds are invested in
short-term interest-earning assets, which provide liquidity to meet lending requirements.

A portion of the Company’s liquidity consists of cash and cash equivalents, which are a product of
operating, investing and financing activities. At December 31, 2006 and 2005, respectively, $22.4
million and $23.6 million of the Company’s assets were invested in cash and cash equivalents. The
primary sources of cash are principal repayments on loans, proceeds from the calls and maturities of
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investment securities, increases in deposit accounts and advances from the Federal Home Loan Bank
of Boston.

In 2005, the Company used the proceeds received from the initial public offering to repay $44.8
million in short-term advances from the Federal Home Loan Bank, to fund loans and for general
corporate purposes.

During the years ended December 31, 2006 and 2005, loan originations and purchases, net of
collected principal and loan sales, totaled $174.7 million and $165.7 million, respectively, reflecting
continued growth in the loan portfolio due to a favorable interest rate environment, a no-closing cost
residential loan program targeted at the refinance market and the use of two established local
mortgage banking firms to originate adjustable rate hybrid residential loans. Cash received from the
calis and maturities of investment securities totaled $22.1 million and $13.1 million during the years
ended December 31, 2006 and 2005, respectively. The Company purchased $41.8 million and $31.1
million and received proceeds from the sale of available for sate investment securities of $4.8
million and $6.4 million during the years ended December 31, 2006 and 2003, respectively.

Deposit flows are generally affected by the level of interest rates, the interest rates and products
offered by local competitors, and other factors. The net increases in total deposits were $123.1
million and $68.9 million for the years ended December 31, 2006 and 2005, respectively. The
Company experienced increasing deposit levels in 2006 largely due to the aggressive promotion of
time deposits and in 2005 due to the consolidation of competitors in its markets. In connection with
our initial public offering in 2005, depositors withdrew $19.8 million to purchase stock.

Liquidity management is both a daily and longer-term function of business management. If the
Company requires funds beyond its ability to generate them internally, borrowing agreements exist
with the Federal Home Loan Bank of Boston, which provide an additional source of funds. At
December 31, 2006, the Company had $178.1 million in advances from the Federal Home Loan
Bank of Boston and an additional available borrowing limit of $159.3 million based on collateral
requirements of the Federal Home Loan Bank of Boston. The Company’s internal policies limit
borrowings to 20% of total assets, or $246.6 million at December 31, 2006.

At December 31, 2006, the Company had outstanding commitments to originate loans of $23.7
million and unfunded commitments under lines of credit and stand-by letters of credit of $270.3
million. At December 31, 2006, time deposits scheduled to mature in less than one year totaled
$394.6 million. Based on prior experience, management believes that a significant portion of such
deposits will remain with the Company, although there can be no assurance that this will be the case.
In the event a significant portion of our deposits are not retained by the Company, other funding
sources will be utilized, such as Federal Home Loan Bank of Boston advances in order to maintain
the level of assets. Alternatively, the Company would reduce the level of liquid assets, such as, cash
and cash equivalents in order to meet funding needs. In addition, the cost of such deposits may be
significantly higher if market interest rates are higher or there is an increased amount of competition
for deposits in our market area at the time of renewal.
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The following tables present information indicating various obligations and commitments made by
the Company as of December 31, 2006 and the respective maturity dates:

Contractual Obligations

More than More than
One Year Three
Through Years
One Year Three Through  Over Five

Total or Less Years Five Years Years
(Dollars in Thousands)

Federal Home Loan Bank advancest” $178,110 $72,000 $46,000 $30710  $29,400
Interest expense payable on Federal Home

Loan Bank Advances 17,637 4,832 7,083 4,154 1,568
Operating leases” 3,735 639 1,010 518 1,568
Other liabilities™ 3,251 - 220 866 2,165

Total Contractual Obligations $202,733 37747 $54313 §36248  $34,701

(1} Secured under a blanket security agreement on qualifying assets, principalty, morigage foans.
(2) Represents non-cancelable operating leases for offices and office equipment.
(3) Consists of estimated benefit payments over the next ten years to retirees under unfunded nonqualified pension plans.

Other Commitments

More than More than
One Year Three
Through Years
Oune Year Three Through  Over Five

Total or Less Years Five Years Years
(Dollars in Thousands)

Real estate loan commitments‘" § 17,931 $13,619 $ - $ 500 $ 3812
Commercial business loan commitments™ 5,809 - 5,809 - -
Commercial business loan lines of credit 57,368 6,365 9,087 - 41,916
Unused portion of home equity lines of credit® 101,675 399 2,691 4,272 94,313
Unused portion of construction loans 93,563 28,324 22,649 17,131 25,459
Unused checking overdraft tines of credit™ 98 - - - 98
Standby letters of credit 17,614 15,773 1,841 - -

Total Other Commitments $294,058 3 64,480 $42,077 § 21903 §$165,598

General: Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract and generally have fixed expiration dates or other termination clauses.

(1) Commitments for loans are extended to customers for up to 180 days after which they expire.

(2) Unused portions of home equity tines of credit are available to the borrower for up to 10 years.

(3) Unused portion of checking overdrafl lines of credit are available to customers in “good standing.”
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Off-Balance Sheet Arrangements

In the ordinary course of business, the Company is a party to credit-related financial instruments
with off-balance sheet risk to meet the financing needs of its customers. These financial instruments
include commitments to extend credit. The Company follows the same credit policies in making
commitments as it does for on-balance sheet instruments.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation
of any condition established in the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. The commitments for equity lines of
credit may expire without being drawn upon. Therefore, the total commitment amounts do not
necessarily represent future cash requirements. The amount of collateral obtained, if it is deemed
necessary by the Company, is based on management’s credit evaluation of the customer.

Unfunded commitments under construction lines of credit for residential and commercial properties
and commercial lines of credit are commitments for possible future extensions of credit to existing
customers. These lines of credit may or may not be requested to be drawn upon to the total extent to
which the Company is committed depending upon the needs and desires of the customers to which
the commitments have been made.

At December 31, 2006 and 2005, the Company had $23.7 million and $52.0 million, respectively, in
commitments to grant loans, and $270.3 million and $173.6 million, respectively, of unfunded
commitments under lines of credit and standby letters of credit.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Management of Market and Interest Rate Risk

General: The majority of our assets and liabilities are monetary in nature. Consequently, our most
significant form of market risk is interest rate risk. Qur assels, consisting primarily of mortgage
loans, in general have longer contractual maturities than our liabilities, consisting primarily of
deposits. As a result, a principal part of cur business strategy is to manage interest rate risk and
reduce the exposure of our net interest income to changes in market interest rates. Accordingly, our
Board of Directors has established an Asset/Liability Committee which is responsible for evaluating
the interest rate risk inherent in our assets and liabilities, for determining the level of risk that is
appropriate given our business strategy, operating environment, capital, liquidity and performance
objectives, and for managing this risk consistent with the guidelines approved by the Board of
Directors. Management monitors the level of interest rate risk on a regular basis and the
Asset/Liability Committee meets at least quarterly to review our asset/liability policies and interest
rate risk position.

We have sought to manage our interest rate risk in order to minimize the exposure of our earnings
and capital to changes in interest rates. During the low interest rate environment that has existed in
recent years, we have implemented the following strategies to manage our interest rate risk: (i)
emphasizing adjustable rate loans including, adjustable rate one-to-four family, commercial and
consumer loans, (ii) reducing and shortening the expected average life of the investment portfolio,
and (iii) periodically lengthening the term structure of our deposit base and our borrowings from the
Federal Home Loan Bank of Boston. These measures should serve to reduce the volatility of our
future net interest income in different interest rate environments.
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Quantitative Analysis:

Income Simulation: Simulation analysis is uscd to estimate our intercst rate risk cxposure at a
particular point in time. It is a dynamic method in that it incorporates our forecasted balance sheet
growth assumptions under the different intcrest rate scenarios tested. We utilize the income
simulation method to analyze our intercst rate sensitivity position to manage the risk associated with
interest rate movements. At least quarterly, our Asset/Liability Committee reviews the potential
effect changes in interest rates could have on the repayment or repricing of rate sensitive assets and
funding requirements of rate sensitive liabilities. Our most recent simulation uses projected repricing
of assets and liabilities at December 31, 2006 on the basis of contractual maturitics, anticipated
repayments and scheduled rate adjustments. Prepayment rate assumptions can have a significant
tmpact on interest income simulation results. Because of the large percentage of loans and mortgage-
backed securities we hold, rising or falling interest rates may have a significant impact on the actual
prepayment speeds of our mortgage related assets that may in turn effect our interest rate sensitivity
position. When interest rates rise, prepayment speeds slow and the average expected life of our
assets would tend to lengthen more than the expected average life of our liabilities and therefore
would most likely result in a decrease to our asset sensitive position,

Percentage Deerease in

Estimated
Net Interest Income Over
12 Months
200 basis point increase inrates...................... (2.1)%
200 basis point decrease in rates..........cc.cvenvn 3.5

The Company’s Asset/Liability policy limits projected changes in net interest income to a maximum
variance of (5%} for every 100 basis point interest rate change measured over a twelve-month and a
twenty-four month period when compared to the flat rate scenario. In addition, our return on assets
(ROA) may change by a maximum of (15) basis points for every 100 basis point interest rate change
when compared to the flat rate scenario, or the change will be limited to 20% of the flat rate scenario
ROA {for every 100 basis point interest rate change), whichever is less. These limits are re-evaluated
on a periodic basis (not less than annually) and may be modified, as appropriate. Because of the
asset-sensitivity of our balance sheet, income is projected to decrease by a greater amount if interest
rates fall. At December 31, 2006, income at risk (i.c., the change in net interest income) was a
decrease of 2.1% and a decrease of 3.3% based on a 200 basis point increase and a 200 basis point
decrease in interest rates, respectively. At December 31, 2006, return on assets is modeled to
increase by 1 basis point and to decrease by 9 basis points based on a 200 basis point increase and a
200 basis point decrease in interest rates, respectively. While we belicve the assumptions used are
reasonable, there can be no assurance that assumed prepayment rates will approximate actual future
mortgage-backed sceurity and loan repayment aclivity.
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REPORT CF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING

The accompanying consolidated financial statements of Rockviile Financial, Inc. and subsidiaries
have been prepared by management in conformity with accounting principles generally accepted in
the United States of America and, in the judgment of management, present fairly and consistently
the Company’s financial position and results of operations and cash flows. These statements by
necessity include amounts that are based on management’s best estimates and judgments and give
due consideration to materiality.

Management is responsible for establishing and maintaining adequate internal control over financial
reporting. The Company’s internal control system was designed to provide reasonable assurance to
the Company’s management and board of directors regarding the preparation and fair presentation of
published financiat statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even
those systems determined to be effective can provide only reasonable assurance with respect to
financial statement preparation and presentation.

Management assessed the effectiveness of the Company’s internal control over financial reporting as
of December 31, 2006. In making this assessment, it used the criteria established in “Internal
Control—Integrated Framework,” issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on our assessment we believe that, as of December 31, 2006, the
Company’s internal control over financial reporting is effective based on those criteria.

The Company’s independent auditors have issued an audit report on our assessment of the
Company’s internal control over financial reporting which is included hetein,

/s/ William J. McGurk /s/ Gregory A. White

William J. McGurk Gregory A. White

President, Chief Executive Officer Senior Vice President, Chief Financial
and Director Officer and Treasurer

Date: March 15, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Rockville Financial, Inc,
Rockville, Connecticut

We have audited management's assessment, included in the accompanying Report of Management
on Internal Control over Financial Reporting, that Rockville Financial, Inc. and subsidiaries (the
"Company") maintained effective internal control over financial reporting as of December 31, 2006,
based on criteria established in fnternal Control-—integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. The Company's management is
responsible for mainaining effective intermal control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting. Qur responsibility is to express an
opinion on management's assessment and an opinion on the effectiveness of the Company's intemnal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal
control over financial reporting, evaluating management's assessiment, testing and evaluating the
design and operating effectiveness of internal control, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinions.

A company's internal control over financial reporting s a process designed by, or under the
supervision of, the company's principal executive and principal financial officers, or persons
performing similar functions, and effected by the company's board of directors, management, and
other personnel to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company's internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company's assets that could have a
material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements due to
error or fraud may not be prevented or detected on a timely basis. Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are
subject to the risk that the controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.
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In our opinion, management's assessment that the Company maintained effective internal control
over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on
the criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Also in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2006, based on the criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board {United States), the consolidated financial statements as of and for the year ended
December 31, 2006 of the Company and our report dated March 15, 2007 expressed an unqualified
opinion on those financial statements and included an explanatory paragraph relating to the adoption
of Statement of Financial Accounting Standards No. 158, “Employer’s Accounting for Defined
Benefit Pension and Other Postretirement Plans”, effective December 31, 2006, and Statement of
Financial Accounting Standards No. 123(R), “Share-Based Payment”, effective January 1, 2006.

/s/ DELOITTE & TOUCHE LLP

Hartford, Connecticut
March 15, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Rockville Financial, Inc.
Rockville, Connecticut

We have audited the accompanying consolidated statements of condition of Rockville Financial, Inc.
and subsidiaries (the "Company") as of December 31, 2006 and 2005, and the related consolidated
statements of income, stockholders' equity, and cash flows for each of the three years in the period
ended December 31, 2006. These financial statements are the responsibility of Company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Reckville Financial, Inc. and subsidiaries as of December 31, 2006
and 2005, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2006, in conformity with accounting principles generally accepted in the
United States of America.

As discussed in Note 2 to the consolidated financial statements, the Company adopted Statement of
Financial Accounting Standards No. 158, “Employer’s Accounting for Defined Benefit Pension and
Other Postretirement Plans”, effective December 31, 2006 and Statement of Financial Accounting
Standards No. 123(R), “Share-Based Payment”, effective January 1, 2006.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the effectiveness of the Company’s internal control over financial
reporting as of December 31, 2006, based on the criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and
our report dated March 135, 2007 expressed an unqualified opinion on management’s assessment of
the effectiveness of the Company’s internal control over financial reporting and an unqualified
opinion on the effectiveness of the Company’s internal control over financial reporting.

/s DELOITTE & TOUCHE LLP

Hartford, Connecticut
March 15, 2007
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Rockville Financial, Inc. and Subsidiaries
Consolidated Statements of Condition
As of December 31, 2006 and 2005

(In Thousands Except Share Amounts)

ASSETS
CASH AND CASH EQUIVALENTS

Cash and due from banks
Short-term investments
Total cash and cash equivalents

AVAILABLE FOR SALE SECURITIES-At fair value

LOANS RECEIVABLE (Net of allowance for loan
losses of $9,827 in 2006 and $8,675 in 2005)

FEDERAL HOME LOAN BANK STOCK
ACCRUED INTEREST RECEIVABLE
DEFERRED TAX ASSET-Net
BANK PREMISES AND EQUIPMENT-Net
GOODWILL
CASH SURRENDER VALUE OF BANK OWNED LIFE INSURANCE
OTHER ASSETS
TOTAL
LIABILITIES AND CAPITAL
LIABILITIES
Deposits:
Non-interest bearing
Interest bearing
Total deposits
MORTGAGORS AND INVESTORS ESCROW ACCOUNTS
ADVANCES FROM THE FEDERAL HOME LOAN BANK
ACCRUED EXPENSES AND OTHER LIABILITIES
Total liabilities
COMMITMENTS AND CONTINGENCIES (Note 14}

STOCKHOLDERS' EQUITY:
Preferred stock (no par value; 1,000,000 shares authorized; no shares
issued and outstanding at December 31, 2006 and 2005}

Common stock (no par value; 29,000,000 shares authorized;
19,574,640 (inciudes 163,960 shares of unvested restricted stock)

and 19,435,000 shares issued and outstanding at December 31, 2006

and 2005, respectively)
Additional paid in capital
Unallocated stock held by ESOP
Retained earnings
Accumulated other comprehensive (loss) income, net of tax
Total stockholders’ equity

TOTAL
See accompanying notes to consolidated financial statements.
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2006 2005
$ 21,000 $ 18,117
1,381 5,494
22,381 23611
132,467 129,049
1,033,355 859,700
9,836 8,498
4473 3,777
5,238 3,417
12,624 11,317
1,070 1,070
8,954 8,615
2,438 7,115
$ 1,232,836 $ 1,056,169
$ 93,068 $ 85,855
791,443 675,541
884,511 761,396
5,320 4,794
178,110 130,867
9,831 8,207
1,077,772 905,264
85,249 85,249
1,854 213
(6,434) (6,368)
76,063 70,764
(1,668) 1,047
155,064 150,905
$ 1,232,836 $ 1,056,169
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Rockyville Financial, Inc. and Subsidiaries

Consolidated Statements of Income
Years Ended December 31, 2006, 2005 and 2004
(In Thousands, Except Share and Per Share Amounts)

INTEREST AND DIVIDEND INCOME:
Loans
Securities-interest
Interest bearing deposits
Securities-dividends

Total interest and dividend income

INTEREST EXPENSE
Deposits
Borrowed funds
Total interest expense

Net interest income

PROVISION FOR LOAN LOSSES
Net interest income after provision
for loan losses

NONINTEREST INCOME:
Service charges and fees
Net gain from sale of securities
Other than temporary impairment of
securities

Total noninterest income

NONINTEREST EXPENSE:
Salaries and employee benefits
Service bureau fees
Occupancy and equipment
Professional fees
Marketing and promotions
Insurance and FDIC assessments
Contribution to Rockville Bank

Community Foundation, Inc.
Other

Total noninterest expense
INCOME BEFORE INCOME TAXES
PROVISION FOR INCOME TAXES
NET INCOME

2006 2005 2004
$ 58000 § 42,997 $ 33,146
4917 4,755 5,018
106 100 205

929 748 445
63,952 48,600 38,814
19,908 11,344 8,471
7,741 5,170 4,599
27,649 16,514 13,070
36,303 32,086 25,744
1,681 2,700 2372
34,622 29,386 23372
4,249 3,752 3312
376 324 94

- - (223)

4,625 4,076 3,183
15,093 12,903 11,208
2,936 2,672 2,267
3,179 2,857 2,696
1372 1,332 902
1,134 1,183 934
259 201 176

- 3,887 -

5,052 3,468 3413
29,025 28,503 21,596
10,222 4,959 4,959
3,368 1,533 1,510

$ 6854 § 3426 $ 3,449
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Rockville Financial, Inc. and Subsidiaries
Consolidated Statements of Income (Continued)
Years Ended December 31, 2006, 2005 and 2004

(In Thousands, Except Share and Per Share Amounts)

For the Period

from May 20,
For the Year 2005 to
Ended December  December 31,
31, 2006 2005 2004
Net income per share
(sce Note 4):
Basic $ 0.36 h 0.09 N/A
Diluted $ 0.36 $ 0.09 N/A
Weighted average shares outstanding:
Basic 18,838,951 18,973,282 N/A
Diluted 18,839,312 18,973,282 N/A

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Changes in Stockholders’ Equity

Rockville Financial, Inc. and Subsidiaries

For the Years Ended December 31, 2006, 2005 and 2004
(In Thousands, Except Share Amounts)

Balance at January 1, 2004
Comprehensive income:
Net income
Change in net unrealized pain on
securities available for sale, net of tax
Decrease in minimum pension Liability,
net of tax
Total comprehensive income
Balance at December 31, 2004
Comprehensive income:
Net income
Change in net unrealized gain on
securities available for sale, net of tax
Decrease in minimum pension liability,
net of tax
Total comprehensive income
Issuance of commen stock 1o Rockville
Financial MHC, Ine.

Issuance of common stock, net of expenses of

$2.3 million (Note 1)

Issuance of common stock to Rockville Bank

Community Foundation, Inc., including
additional tax benefit due to higher basis
for tax purposes

Shares purchased for ESOP

Stock compensation expense

Balance at December 31, 2005
Comprehensive income:
Net income
Change in net unrealized gain on
securities available for sale, net of tax
Change in minimum pension liability,
nes of tax
Total comprehensive income
Common stock repurchased
Shares purchased for ESOP
Stock compensation expense
Dividends paid, $0.08 per common share
Adjustment 1o initially adopt
SFAS No. 158, net of tax

Balance at December 31, 2006

Unallocated Accumulated
Comman Stock Additional  Common Treasury Stock Other Total
Paid in Shares Held Retained Comprehensive  Stockholders’
Shares Amount Capital by ESOP  Earnings  Shares Amount {Loss) Income Equity
- s - $ - 5 - 5 63.889 $ - $ 2,028 $65917
- - - - 3.449 - - 3449
_ - - - - - {1.066) (1,066)
- - - - - - 226 226
2,609
- - - - 67338 - 1,188 68,526
- - - - 3,426 - - - 3426
_ _ - - - - (1,329) {1,329)
- - - - - - [,188 1,188
3,285
10,689,250 - - - ~ - - - -
8,357,050 81,299 - - - - - - 81,299
388,700 3.950 - - — - - 3,950
- - - (7,068) - - - (7,068)
- - 213 700 - - - 913
19,435,000 85,249 213 {6,368) 70,764 - 1,047 150,905
- - - - 6,854 - - - 6,854
_ _ - - - - - 1,355 1,355
- -~ - - - - - (14 74
8,135
- - - - - 57800 (962) - (962}
- - - {817) - - - - (817
139,640 - 1.641 700 - (57.200) 962 - 3,303
- - - 51 (1.555) - - - (1,504)
_ _ _ _ _ - - (3,996) (3.996)
19,574,640 % §5.249 $1,854 $(6,434) $ 76,063 - 3 - $ (1.668) $ 155,064

See accompanying notes to consolidated financial statements.
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Rockville Financial, Inc. and Subsidiaries
Consolidated Statements of Cash Flows
Years Ended December 31, 2006, 2005 and 2004

(In Thousands)
2006 2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 6,854 % 3426 3,449
Adjustments to reconcile net income to net cash
provided by operating activities:
Amortization and accretion of premiums and
discounts on investments, net 161 329 645
Stock compensation expense 3,303 913 -
Provision for loan losses 1,681 2,700 2,372
Net gain from sale of securities (376) (324) (94)
Other than temporary impairment of securities - - 223
Contributions of securities to Rockville Bank
Community Foundation, Inc. - 3,887 -
Depreciation and amortization 1,300 1,172 1,243
Loss on disposal of equipment 16 17 -
Deferred income taxes (421) (1,675) 451
Increase in cash surrender value of bank owned life
insurance (339) (325) (290)
Change in assets and liabilities:
Deterred loan fees and premiums (71 ®) (1,691)
Accrued interest receivable (696) {764) (306)
Other assets (755) (1,648) (3,641)
Accrued expenses and other liabilities 888 3,112 1,536
Net cash provided by operating activities 11,543 10,312 3,897
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales of available for sale securities 4,775 6,369 4,456
Proceeds from calls and maturities of available for
sale securitics 22,115 13,054 17,845
Principal payments on available for sale
mortgage-backed securities 13,769 16,622 12,487
Purchases of available for sale securities (41,809) (31,106) (45,587)
Purchase of bank owned life insurance - - (2,000)
Purchase of Federal Home Loan Bank stock (1,338) (1,086) (1,343)
Proceeds from sales of loans 948 - 2,772
Purchase of loans (27,402) (46,429 (81,430)
Net increase in loans (148,809) (119,714) (89,789}
Purchases of bank premises and equipment (2,623) (5,124) (1,260)
Proceeds from the surrender of bank owned life
mnsurance - 1,317 -
Net cash used in investing activities (180,374) {166,097} (183,849)
(Continued)
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Rockville Financial, Inc. and Subsidiaries
Consolidated Statements of Cash Flows (Continued)

2006 2005 2004
CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from common stock offering $ - § 81,299 § -
Payment of reorganization costs - - {461)
Common stock purchased for ESOP (817) (7,068) -
Common stock repurchased (962) - -
Net increase in non-interest bearing deposits 7213 7,883 24,724
Net increase in interest bearing deposits 115,902 61,015 135,844
Net increase in mortgagors” and investors® escrow
accounts 526 815 630
Proceeds from Federal Home Loan Bank advances 57,400 431,649 208,454
Repayments of Federal Home Loan Bank advances (10,157) {418,797) (195,592)
Cash dividends paid on common stock {1,504) - -
Net cash provided by financing activities 167,601 156,796 173,599
NET (DECREASE) INCREASE IN CASH AND
CASH EQUIVALENTS (1,230) 1,511 (6,353)
CASH AND CASH EQUIVALENTS—Beginning of
year 23,611 22,100 28,453

CASH AND CASH EQUIVALENTS—End of year ~ $ 22,381 % 23,611 22,100

SUPPLEMENTAL DISCLOSURES OF CASH FLOW

INFORMATION:

Cash paid during the year for:
Interest 5 27,600 $ 16,465 $ 13,095
Income taxes A 4,874 s 3,250 % 1,100

See notes to consolidated financial staiements.
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Rockville Financial, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

Note 1.

Note 2.

MUTUAL HOLDING COMPANY REORGANIZATION AND MINORITY STOCK
ISSUANCE

Rockville Financial, Inc., {the “Company™), a state-chartered mid-tier stock holding company was
formed on December 17, 2004 to reorganize Charter Oak Community Bank Corp. from a state-
chartered mutual holding company to a state-chartered two-tier mutual and stock holding company.
The Reorganization and Minority Stock Issuance Plan (the “Plan”) adopted by the Company’s,
Charter Oak Community Bank Corp.’s and Rockville Bank’s Board of Directors was completed on
May 20, 2005. Charter Oak Community Bank Corp.’s name was changed to Rockville Financial
MHC, Inc. and 100% of the stock of its wholly-owned subsidiary Rockville Bank (the “Bank”) was
exchanged for 10,689,250 shares, or 55% of the stock issued by the Company. Rockville Bank
provides a full range of banking services to consumer and commercial customers through its main
office in Rockville and seventeen branches located in Hartford and Tolland counties in Connecticut.
The Bank’s deposits are insured under the Deposit Insurance Fund, which is administered by the
Federal Deposit Insurance Corporation.

The Company sold 8,357,050 shares of its common stock, representing 43% of the outstanding
common shares at $10.00 per share to eligible account holders and employee benefit plans of the
Bank pursuant to subscription rights as set forth in the Plan. Reorganization costs of approximately
$2.3 million were incurred in the offering and were recorded as a reduction of the proceeds from the
shares sold in the reorganization.

For a period of five years following completion of the Plan, no person, acting singly or with an
associate or group of persons acting in concert, shall directly, or indirectly, offer to acquire or
acquire the beneficial ownership of more than ten percent (10%) of any class of an equity security of
the Company without the prior approval of the Connecticut Banking Commissioner.

As of December 31, 2006, the Company had not engaged in any business activities other than
owning the common stock of Rockville Bank. Rockville Financial MHC, Inc. does not conduct any
business activity other than owning a majority of the common stock of Rockville Financial, Inc.

In connection with the stock offering, the Company established Rockville Bank Community
Foundation, Inc., a non-profit charitable organization dedicated to helping the communities that the
Bank serves. The Foundation was funded with a contribution of 388,700 shares of the Company’s
common stock, representing 2% of the outstanding common shares. The stock donation resulted in a
$3.9 million contribution expense being recorded and an additional $63,000 deferred tax benefit was
recognized as the basis of the contribution for tax purposes equal to the stock’s trading price on the
first day of trading which was higher than the initial issuance price used to record the contribution
expense.

As part of the reorganization and stock offering, the Company established an Employee Stock
Ownership Plan (“ESOP”) for cligible employees. Upon conversion, the ESOP borrowed $4.4
million from the Company to purchase 437,287 shares of common stock, representing 2.2% of the
outstanding common shares. An additional 203,072 shares were purchased in the open market in
2005 and the final 59,300 shares were purchased in the open market in 2006. The Bank makes
annual contributions to the ESOP adequate to fund the payment of regular debt service requirements
attributable to the indebtedness of the ESOP.

BASIS OF PRESENTATION, PRINCIPLES OF CONSOLIDATION AND
SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements and the accompanying notes presented in this report include,
subsequent to the formation of Rockville Financial, Inc., the accounts of the Company and its
wholly-owned subsidiary Rockville Bank, and the Bank’s wholly-owned subsidiaries, SBR
Mortgage Company, SBR Investment Corp. and Rockville Financial Services, Inc. The consolidated
financial statements prior to the formation of Rockville Financial, Inc. are those of Charter Oak
Community Bank Corp and subsidiaries.
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The consolidated financial statements have been prepared in accordance with accounting principles
generally accepled in the United States of America (“GAAP”).

A description of the Company’s significant accounting policies is presented below:

Use of Estimates: The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the dates of the financial statements and the reported amounts of income and
expenses during the reporting periods. Operating results in the future could vary from the amounts
derived from management’s estimates and assumptions. Material estimates that are particularly
susceptible to significant change in the near term relate to the determination of the allowance for
loan losses, determination of pension assumptions, stock-based compensation, the valuation of
deferred tax assets and the evaluation of available for sale securities for other than temporary
impairment.

Cash and Cash Equivalents: Cash and cash equivalents include cash on hand and amounts due
from banks, The Bank is required by the Federal Reserve System to maintain noninterest bearing
cash reserves equal to a percentage of certain deposits.

Investment Securities: Management determines the appropriate classification of securities at the
date individual investment securities are acquired, and the appropriateness of such classification is
reassessed at each statement of condition date.

Debt securities that management has the positive intent and ability to hold to maturity are classitied
as “held to maturity” and recorded at amortized cost. “Trading” securities, if any, are carried at fair
value, with unrealized gains and losses recognized in earings. Securities not classified as held to
maturity or trading, including equity securities with readily determinable fair values, are classified as
“available for sale” and recorded at fair value, with unrealized gains and losses excluded from
earnings and reported in other comprehensive income. As of December 31, 2006 and 2005, all
securities were classified as available for sale.

Purchase premiums and discounts are recognized in interest income using the interest method over
the expected terms of the securities. On a quarterly basis, the Company reviews securities with
unrealized depreciation for 12 or more consecutive months and other securities with unrealized
losses as deemed appropriate to assess whether the decline in fair value is temporary or other than
temporary. The Company judges whether the decline in value is from company-specific events,
industry developments, general economic conditions or other reasons. Once the reasons for the
decline are identified, further judgments are required as to whether those conditions are likely to
reverse and, if so, whether that reversal is likely to result in a recovery of the fair value of the
investment in the near term. If it is judged not to be near term, a charge is taken which results in a
new cost basis. Declines in the fair value of held to maturity and available for sale securities below
their cost that are deemed to be other than temporary are reflected in earnings as realized losses.
Gains and losses on the sale of securities are recorded on the trade date and are determined using the
specific identification method.

Loans: Loans are stated at current unpaid principal balances, net of the allowance for loan losses
and deferred toan origination fees, including loan commitment fees, and loan purchase premiums.
Commitment fees for which the likelihood of exercise is remote are recognized over the loan
commtitment period on a straight-line basis,

A loan is classified as a restructured loan when certain concessions have been made to the original
contractual terms, such as reductions of interest rates or deferral of interest or principal payments
due to the borrowers’ financial condition.

An impaired loan is measured based on the present value of expected future cash flows discounted at
the loan’s effective interest rate or, as a practical expedient, at the loan’s observable market price or
the fair value of the collateral if the loan is collateral dependent. A loan is impaired when it is
probable the Company will be unable to collect all contractual principal and interest payments due in
accordance with the terms of the loan agreement,

Management considers all nonaccrual loans and restructured loans to be impaired, In most cases,
loan payments less than 90 days past due, based on contractual terms, are considered minor
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collection delays, and the related loans are generally not considered impaired. The Company
considers consumer installment loans to be pools of smaller balance, homogenous loans that are
collectively evaluated for impairment.

Allowance for Loan Losses: The allowance for loan losses, a material estimate which could change
significantly in the near-term, is established as losses are estimated to have occurred through
provisions for losses charged against operations and is maintained at a level that management
considers adequate 1o absorb losses in the loan portfolio. Management's judgment in determining the
adequacy of the allowance is inherently subjective and is based on a formula that considers past loan
loss experience, known and inherent losses and size of the loan portfolios, an assessment of current
economic and real estate market conditions, estimates of the current value of underlying collateral,
review of regulatory authority examination reports and other relevant factors, and an allowance for
impaired loans. Loans are charged against the allowance for loan losses when management believes
that the uncollectibility of principal is confirmed. Any subsequent recoveries are credited to the
allowance for loan losses when received. In connection with the determination of the allowance for
loan losses, management obtains independent appraisals for significant properties, when considered
necessary.

In accordance with Statement of Financial Accounting Standards (“SFAS™) No. 114 (“SFAS 114™),
Accounting by Creditors for Impairment of a Loan, as amended by SFAS No. 118 (“SFAS 1187),
Accounting by Creditors for Impairment of Loan-Income Recognition and Disclosures, an allowance
is maintained for impaired loans to reflect the difference, if any, between the principal balance of the
loan and the present value of the projected cash flows, observable fair value or collateral value.
SFAS 114 defines an impaired loan as a loan for which it is probable that the lender will not collect
all amounts due under the contractual terms of the loan.

‘The majority of the Company’s loans are collateralized by real estate located in central and eastern
Connecticut. Accordingly, the collateral value of a substantial portion of the Company’s loan
portfolio and real estate acquired through foreclosure is susceptible to changes in market conditions.

Management believes that the allowance for loan losses is adequate. While management uses
available information to recognize losses on loans, future additions to the atlowance or write-downs
may be necessary based on changes in economic conditions, particularly in Hartford and Tolland
counties in Connecticut. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review the Company s allowance for loan losses. Such agencies
have the authority to require the Company to recognize additions to the allowance or write-downs
based on the agencies’ judgments about information available to them at the time of their
examination.

Reserve for Off-Balance Sheet Commitments: The reserve for off-balance sheet commitments is
a component of other liabilities and represents the estimate for probable credit losses inherent in
unfunded commitments to extend credit. Unfunded commitments to extend credit include unfunded
commercial and residential lines of credit, unfunded commercial and residential construction
commitments, standby and commercial letters of credit. The process used to determine the reserve
for off-balance sheet commitments is consistent with the process for determining the allowance.

Bank Owned Life Insurance: The cash surrender value of Bank Owned Life Insurance (“BOLI™),
net of any deferred acquisition and surrender costs or loans is recorded as an asset. As of December
31, 2006 and 2005 there were no deferred acquisition costs, surrender costs or loans. There are no
restrictions on the use of any insurance proceeds the Company receives from BOLI.

Interest and Fees on Loans: Interest on loans is accrued and included in operating income based
on contractual rates applied to principal amounts outstanding. Accrual of interest is discontinued,
and previously accrued income is reversed, when loan payments are 90 days or more past due or
when, in the judgment of management, collectibility of the loan or loan interest becomes uncertain.
Subsequent recognition of income occurs only to the extent payment is received subject to
management’s assessment of the collectibility of the remaining interest and principal. A nonaccrual
toan is restored to accrual status when it is no longer 90 days delinquent and collectibility of interest
and principal is no longer in doubt. Interest collected on nonaccrual loans and impaired loans is
recognized on the cash basis, only if in management’s judgment all principal is expected to be
collected.
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Loan origination fees and direct loan origination costs (including loan commitment fees) are
deferred, and the net amount is recognized as an adjustment of the related loan’s yicld utilizing the
interest method over the contractual life of the loan.

Transfers of Financial Assets: Transfers of financial assets are accounted for as sales when control
over the assets has been surrendered. Control over transferred assets is deemed to be surrendered
when: (1) the assets have been isolated from the Company, (2) the transferee obtains the right to
pledge or exchange the transferred assets and no condition both constrains the transferee from taking
advantage of that right and provides more than a trivial benefit for the transferor, and (3) the
transferor does not maintain effective control over the transferred assets through either: (a) an
agreement that both entitles and obligates the transferor to repurchase or redeem the assets before
maturity or (b) the ability to unilaterally cause the holder to return specific assets, other than through
a cleanup call.

Premises and Equipment: Premises and equipment are stated at cost, net of accumulated
depreciation and amortization. Depreciation is charged to operations using the straight-line method
over the estimated useful lives of the related assets which range from three 1o 40 years. Leasehold
improvements are amortized over the shorter of the improvements’ estimated economic lives or the
refated lease terms. Gains and losses on dispositions are recognized upon realization. Maintenance
and repairs are expensed as incurred and improvements are capitalized.

Impairment of Long-Lived Assets: Long-lived assets that are held and used by the Company are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. If impairment is indicated by that review, the asset is
written down to its estimated fair value through a charge to noninterest expense. No write-downs of
long-lived assets were recorded for any period presented herein.

Goodwill: In connection with a branch acquisition, the Company recorded goodwill, which
represents the excess of the fair value of deposit liabilities assumed over the assets received.
Goodwill is mot amortized and is evaluated for impairment annually. No impairments were recorded
during years ended December 31, 2006, 2005 and 2004,

Income Taxes: The Company recognizes income taxes under the asset and liability method. Under
this method, deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of exisling assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expecled to be recovered or settled, The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date. Deferred
tax assets are reduced by a valuation allowance when, in the opinion of management, it is more
likely than not that all or some portion of the deferred tax assets will not be realized. As of
December 31, 2006 and 2005, management believes it is more likely than not that the deferred tax
assets will be realized through future reversals of existing taxable temporary differences.

Pension and Other Post-Retirement Benrefits: The Company has a noncontributory defined
benefit pension plan that provides benefits for substantially all employees meeting certain
requirements as to age and length of service. The benefits are based on years of service and average
compensation, as defined. The Company’s funding policy is to contribute annually the maximum
amount that could be deducted for federal income tax purposes, while meeting the minimum funding
standards established by the Employee Retirement Security Act of 1974 (“ERISA™).

In addition to providing pension benefits, the Company provides certain health care and life
insurance benefits for retired employees. Participants become eligible for the benefits if they retire
after reaching age 62 with five or more years of service. Benefits are paid in fixed amounts
depending on length of service at retirement. The Company accrues for the estimated costs of these
benefits through charges to expense during the years that employees render service; however, the
Company does not fund this plan.

The Company adopted the funded status provisions of SFAS No. 158 (“SFAS 158"), Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of the
Financial Accounting Standards Board (“FASB”) Statements No. 87, 88, 106, and 132(R) requiring
the recognition of the funded status of defined benefit plans as of December 31, 2006 (Note 11).
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SFAS 158 also requires that we change our measurement date from September 30 to the fiscal year
end (i.e., December 31) by year-end 2008. In the year that we make this change, it will resultin a
separate adjustment to retained eamnings to reflect three additional months of expense and a separate
adjustment in accumulated other comprehensive income (“AOCI”} to reflect changes in plan assets
and benefit obligations between September 30 and December 31. The Company will make this
change in 2008,

Related Party Transactions; Directors and officers of the Company have been customers of and
have had transactions with the Bank, and it is expected that such persons will continue to have such
transactions in the future.

Federal Home Loan Bank Stock: As a member of the Federal Home Loan Bank (“FHLB”), the
Bank is required to hold a certain amount of FHLB stock, The stock 1s considered to be a non-
marketable equity security and, accordingly, is recorded at cost.

Treasury Stock: Shares of common stock that are repurchased are recorded in treasury stock at
cost. On the date of subsequent re-issuance, the treasury stock account is reduced by the cost of such
stock on a first-in, first-out basis.

Service Charges and Fee Income: Service charges and fee income which are not included in
deferred loan fees are recorded on an accrual basis when earned.

Cash and Cash Equivalents: For purposes of reporting cash flows, the Company considers all
highly liquid debt instruments with an original maturity of three months or less to be cash
equivalents. The Company maintains amounts due from banks and Federal funds sold that, at times,
may exceed federally insured limits. The Company has not experienced any losses from such
concentrations.

Fair Values of Financial Instruments: The following methods and assumptions were used by the
Company in estimating the fair value of its financial instruments:

Cash and Due from Banks, Short-Term Investments, Accrued Interest Receivable and
Mortgagors’ and Investors’ Escrow Accounts - The carrying amount is a reasonable estimate of
fair value.

Securities - Fair values, excluding FHLB stock, are based on quoted market prices or dealer
quotes, if available. If a quoted market price is not available, fair value is estimated using quoted
market prices for similar securities. The carrying value of FHLB stock approximates fair value
based on the redemption provisions of the FHLB.

Loans Receivable - The fair value of loans is estimated by discounting the future cash flows
using the rates at which similar loans would be made to borrowers with similar credit ratings
and for the same remaining maturities.

Deposits - The fair value of demand deposits, savings and ¢ertain money market deposits is the
amount payable on demand at the reporting date. The fair value of time deposits is estimated
using a discounted cash flow calculation that applies interest rates being offered for deposits of
similar remaining maturities to a schedule of aggregated expected maturities on such deposits.

Advances from the Federal Home Loan Bank - The fair value of the advances is estimated using
a discounted cash flow calculation that applies current Federal Home Loan Bank interest rates
for advances of similar maturity to a schedule of remaining maturities of such advances.

Off-Balance Sheet Instruments - Fair values for off-balance sheet lending commitments are
based on fees currently charged to enter into similar agreements, taking into account the
remaining terms of the agreements and the counterparties’ credit standings.

Earnings per Share: Basic earnings per share excludes dilution and is computed by dividing
income available to common stockholders by the weighted-average number of shares outstanding for
the period. Diluted earnings per share reflects the potential dilution that could occur if securities or
other contracts to issue common stock were exercised or converted into common stock or resulted in
the issuance of common stock that then shared in the earnings of the entity.

Uneamed ESOP shares are not considered outstanding for calculating basic and diluted net income
per common share and ESOP shares committed to be released are considered 1o be outstanding for
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Note 3.

purposes of the earnings per share computation. ESOP shares that have not been legally released, but
that relate to employee services rendered during an accounting period (interim or annual) ending
before the related debt service payment is made, should be considered committed to be released.

Earnings per share data is not presented for consolidated financial statements prior to the May 20,
2005 mutual holding company reorganization since shares of common stock were not issued until
May 20, 2005; therefore, per share information for prior periods is not meaningful.

ESOP Expenses: Unearned ESOP shares are not considered outstanding for calculating net income
per common share and are shown as a reduction of stockholders’ equity and presented as unearned
common shares held by ESOP. During the period the ESOP shares are committed to be released, the
Company recognizes compensation cost equal to the fair value of the ESOP shares. When the shares
are released, unearned common shares held by ESOP are reduced by the cost of the ESQP shares
released and the differential between the fair value and the cost is charged to additional paid-in
capital. The loan receivable from the ESOP to the Company is not reported as an asset nor is the debt
of the ESOP reported as a liability in the Company’s consolidated financial statements.

Share-Based Payment: On January 1, 2006, the Company adopted SFAS No. 123 (“SFAS 123R™),
Share-Based Payments (revised 2004} to account for stock options and restricted stock. This
statement requires companies to measure the cost of employee services received in exchange for an
award of equity instruments based on the grant date fair value of the award. These costs are
recognized on a straight-line basis over the vesting period during which an employee is required to
provide services in exchange for the award, the requisite service period.

The Company uses the Black-Scholes option pricing model to estimate the fair value of stock
options granted. When determining the estimated fair value of stock options granted, the Company
utilizes various assumptions regarding the expected volatility of the stock price, estimated forfeitures
using historical data on employee terminations, the risk-free interest rate for periods within the
contractual life of the stock option, and the expected dividend yield that the Company expects to
declare over the expected life of the options granted. The Company measures the fair value of the
restricted stock using the closing market price of the Company’s common stock on the date of grant,
The Company expenses the grant date fair value of the Company’s stock options and restricted stock
with a corresponding increase in equity or a liabitity, depending on whether the instruments granted
satisfy the equity or liability classification criteria,

Segment Information: As a community oriented financial institution, substantially all of the
Company’s operations involve the delivery of loan and deposit products to customers, Management
makes operating decisions and assesses performance based on an ongoing review of these
community-banking operations, which constitutes the Company's only operating segment for
financial reporting purposes.

RECENT ACCOUNTING PRONOUNCEMENTS

In March 2006, FASB issued SFAS No. 156 (“SFAS 156™), Accounting for Transfers and Servicing
of Financial Assets and Extinguishments of Liabilities- an Amendment-of FASR Statement No.140,
which requires that all separately recognized servicing rights be initially measured at fair value, if
practicable. For each class of separately recognized service assets and liabilities, the Statement will
permit an entity to choose either of the following subsequent measurement methods (1) amortize
servicing assets or liabilities in proportion to and over the period of estimated net servicing income
or net servicing loss or (2) report servicing assets or liabilities at fair value at each reporting date and
report changes in fair value in earnings in the period in which the changes occur. SFAS 156 also
requires additional disclosures for all separately recognized servicing rights. The provisions of SFAS
156 are effective for the Company on fanuary 1, 2007. The adoption of these rules is not expected to
have a material impact on the Company’s consolidated financial statements,

In July 2006, FASB Interpretation No. 48 (“FIN 48”), Accounting for Uncertainty in Income Taxes -
An Interpretation of FASB Statement No. 109, was issued. FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with
FASB Statement No. 109, Accounting for Income Taxes. FIN 48 also prescribes a recognition
threshold and measurement attribute for the financial statement recognition and measurement of a
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tax position taken or expected to be taken in a tax retumn. FIN 48 also provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first
step is a recognition process whereby the Company determines whether it is more likely than not
that a tax position will be sustained upon examination, including resolution of any related appeals or
litigation processes, based on the technical merits of the position. In evaluating whether a tax
position has met the more-likely-than-not recognition threshold, the Company must presume that the
position will be examined by the appropriate taxing authority that has full knowledge of all relevant
information. The second step is a measurement process whereby a tax position that meets the more-
likely-than-not recognition threshold is calculated to determine the amount of benefit to recognize in
the financial statements. The tax position is measured at the largest amount of benefit that is greater
than 50% likely of being realized upon ultimate settlement. The provisions of FIN 48 are effective
for the Company on January 1, 2007. The cumulative effect of applying the provisions of this
Interpretation must be reported as an adjustment to the opening balance of retained earnings for that
fiscal period. The Company is in the process of completing its evaluation of the impact of the
adoption of FIN 48 on the Company’s consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157 (“SFAS 157"), Fair Value Measurements,
which provides enhanced guidance for using fair value to measure assets and liabilities. The standard
applies whenever other standards require or permit assets or liabilities to be measured at fair value.
The Standard does not expand the use of fair value in any new circumstances is effective for
financial statements for the Company on January 1, 2008. Early adoption is permitted. The Company
does not expect the adoption of SFAS 157 to have a material impact on the consolidated financial
statements or results of operations of the Company.

In September 2006, the FASB issued SFAS No. 158 (“SFAS 158”), Employers' Accounting for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No,

87, 88, 106, and 132(R). This standard requires the Company to recognize in its statement of
condition an asset for a plan’s overfunded status or a liability for a plan’s underfunded status. It also
requires that the Company measure the Plans’ assets and obligations that determine its funded status
as of the end of the fiscal year and to recognize those changes in the year in which the changes occur
as a component of other comprehensive income, net of taxes. The requirement to measure the plan
assets and benefit obligations as of the date of the employer’s fiscal year-end statement of financial
position is effective for the Company on January 1, 2008. The Company offers a defined benefit
pension plan whose measurement date of the pension plan asset’s and benefit obligations is presently
October 1 and will be changed in accordance with the provisions of SFAS 158 to the Company’s
year-end of December 31, effective December 31, 2008. The Company adopted the provisions of
SFAS 158 requiring the recognition of the funded status of defined benefit plans as of December 31,
2006. Refer to Note 11 of a summary of the impact of the adoption of SFAS 158,

In September 2006, the FASB ratified the consensus reached by the Emerging Issues Task Force
(“EITF™) on Issue No. 06-5, Accounting for Purchases of Life Insurance - Determining the Amount
That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-4, Accounting for
Purchases of Life Insurance. FASB Technical Bulletin No. 85-4 requires that the amount that could
be realized under the insurance contract as of the date of the statement of financial position should
be reported as an asset. EITF Issue No. 06-3, which is effective January 1, 2007, concludes that the
Company should consider any additional amounts (e.g., cash stabilization reserves and deferred
acquisition cost taxes) included in the contractual terms of the insurance policy other than the cash
surrender value in determining the amount that could be realized in accordance with FASB
Technical Bulletin No. 85-4. The adoption of EITF Issue No. 06-5 is not expected to have a material
impact on the Company’s consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159 (“SFAS 159”), The Fair Value Option for
Financial Assets and Financial Liabilities, effective for the Company beginning on January 1, 2008.
This statement provides entities with an option to report selected financial assets and liabilities at fair
value, with the objective to reduce the complexity in accounting for financial instruments and the
volatility in earnings caused by measuring related assets and liabilities differently. The Company is
currently assessing the impact of this guidance on its consolidated financial statements.
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Note 4.

Note 5.

Note 6.

EARNINGS PER SHARE

Income earned during the year prior to May 20, 2005 is not included in the earning per share
calculation because the shares of the Company’s cornmon stock were not issued until May 20, 2005;
therefore, per share information for prior periods is not meaningful.

The following table sets forth the calculation of basic and diluted earnings per share for the year
ended December 31, 2006 and the period from May 20, 2005 to December 31, 2005 (Dollars in
thousands except share and per share information):

For the Period
For the Year from May 20, 2005
Ended December  to December 31,

31, 2006 2005
Net income $ 6,854 $ 1,669
Weighted-average basic shares
outstanding 18,838,951 18,973,282
Diluted potential restricted stock
common shares 361 -
Weighted-average diluted shares 183,839,312 18,973,282
Earnings per share:
Basic $ 036 $  0.09
Diluted 5 036 $ 0.09

Treasury shares and unallocated common shares held by the ESOP are not included in the weighted-
average number of common shares outstanding for either basic or diluted earnings per share
calculations. Unvested restricted shares are not included in the weighted-average number of common
shares outstanding for basic eamings per share calculations. The Company’s commeon stock
equivalents relate solely to stock options issued and outstanding and unvested restricted stock
awards. The Company had no dilutive options outstanding as of December 31, 2006 and 2005.
Options to purchase 179,200 shares of common stock were issued on December 13, 2006 and were
not included in the computation of diluted earnings per share because the options’ exercise price was
greater than the average market price of the common shares during the period,

RESTRICTIONS ON CASH AND DUE FROM BANKS

The Company is required to maintain a percentage of transaction account balances on deposit in
non-interest earning reserves with the Federal Reserve Bank that was offset by the Company’s
average vault cash. As of December 31, 2006 and 2005, the Company was required to have cash and
liquid assets of approximately $1.1 million and $1.0 million, respectively, to meet these
requirements. The Company maintains a compensating balance of $600,000 to partially offset
service fees charged by the Federal Reserve Bank. In addition, as of December 31, 2006 and 2003,
the Company maintained interest bearing cash equivalents of $1.3 million and $1.6 million,
respectively, with a vendor for clearing purposes.

AVAILABLE FOR SALE SECURITIES

The amortized cost, gross unrealized gains, gross unrealized losses and approximate fair values of
available for sale investment securities at December 31, 2006 and 2005 are as follows:
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December 31, 2006

Available for sale:
U.S. Governmment and agency
obligations
U.S. Government sponsored enterprises
Mortgage-backed securities
Corporate debt securities
Other debt securities

Total debt securities

Marketable equity securities
Other equity securities

Amortized Gross Unrealized Fair
Cost Gains Losses Value
(In Thousands)
$ 1989 8 - 8 2 5 1,987
58,991 - 407 58,584
45,953 106 697 45,362
7,891 27 12 7,906
981 19 - 1,000
115,805 152 1,118 114,839
12,273 5,311 197 17,387
24} - - 241
$128319 $ 5463 5§ 1,315 §$132467

At December 31, 2006, the net unrealized gain on securities available for sale of $4.1 million, net of
income taxes of $1.4 million or $2.7 million, is included in accumulated other comprehensive (loss)

income,

December 31, 2005

Available for sale:
U.S. Government and agency
obligations
U.S. Government sponsored enterprises
Mortgage-backed securitics
Corporate debt securities

Other debt securities
Total debt securities

Marketable equity securities
Other equity securities

Amortized Gross Unrealized Fair

Cost Gains Losses Value
{(In Thousands)

§ 1,974 § - 5 1 3 1,973
35,999 3 509 35,493
57,324 137 1,090 56,371
18,975 127 122 18,980

984 32 - 1,016
115,256 299 1,722 113,833
11,456 3,764 245 14,975
241 - - 241

$ 126,953 $§ 4063 $ 1967 $129,049

At December 31, 2005, the net unrealized gain on securities available for sale of $2.1 million, net of
income taxes of $713,000, or $1.4 million, is included in accumulated other comprehensive income.
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The amortized cost and fair value of available for sale debt securities at December 31, 2006 by
contractual maturities are presented below. Actual maturities of mortgage-backed securities may
differ from contractual maturities because the mortgages underlying the securities may be called or
repaid without any penalties. Because mortgage-backed securities are not due at a single maturity
date, they are not included in the maturity categories in the following maturity summary,

December 31, 2006
Amortized Fair
Cost Value
(In Thousands)
Maturity:
Within 1 year b 27,680 h 27,526
After 1 but within 5 40,441 40,230
After 5 but within 10 years 1,260 1,242
After 10 years 471 479
69,852 69,477
Mortgage-backed securities 45,953 45,362

3 115,805  § 114,839

Securities with a fair value of $2.0 million as of both December 31, 2006 and 2005 were pledged to
secure public deposits and U.S. Treasury tax and loan payments. ,

For the years ended December 31, 2006, 2005 and 2004, gross gains of $558,000, $484,000 and
$388,000, respectively, and gross losses of $182,000, $160,000 and $294,000, respectively, were
realized on the sale of available for sale securities. '

As of December 31, 2006 and 2005, the Company did not own any investment or mortgage-backed
securities of a single issuer, other than securities guaranteed by the U.S. Government or its agencies,
which had an aggregate book value in excess of 10% of the Company’s capital.

The following table summarizes gross unrealized losses and fair value, aggregated by investment
category and length of time the investments have been in a continuous unrealized loss position, at
December 31, 2006 and 2005:

December 31, 2006 Less than 12 Months - 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Laoss

(In Thousands)
Available for sale: .
U.S. Government and

agency obligations $ 1,987 % 2 3 - 5 — . % 1987 § 2
U.S. Government )

sponsored enterprises 49,630 361 8,554 46 58,584 407
Mortgage-backed securities 1,377 11 35,241 686 36,618 697
Corporate debt securities 2,594 12 601 - 3,195 12
" Total debt securities 55,588 386 44,796 732 100,384 1,118
Marketable equity securities 823 62 2,231 135 3,054 197

Total $56,411 $ 448 $47,027 $ 867 $103,438 3 1,315
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December 31, 2005 Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
(In Thousands)

Available for sale:
U.S. Government and

agency obligations $£1973 3 1 8 - 3 - $ 1973 3§ 1
U.S. Government

sponsored enterpriées 14,846 154 17,644 355 32.490 509
Mortgage-backed securities 21,423 308 27,032 782 48,455 1,090
Corporate debt securities 5,169 89 467 33 5,636 122

Total debt securities 43,411 552 45,143 1,170 88,554 1,722
Marketable equity securities 5,491 220 354 25 5,845 245

Total $48902 $ 772 $45497 $ 1,195 $ 94399 § 1,967

Management has determined that securities in an unrealized loss position were not other than
temporarily impaired based on their evaluation of current market trends, the nature of the
investments and industry analysis and their ability and intent to hold these debt securities until a
forecasted recovery, which may be maturity,

During the year ended December 31, 2004, the Company recorded an other than temporary
impairment charge of $223,000 related to a U.S. government sponsored entity preferred stock. The
Company's remaining investment in this security was $777,000 with an unrealized gain of $77,000
at December 31, 2006 and an unrealized loss of $5,000 at December 31, 2005. The charge was
computed using the closing price of the security as of the date of the impairment.

Note 7. LOANS AND ALLOWANCE FOR LOAN LOSSES
A summary of the Company’s loan portfolio at December 31, 2006 and 2005 is as follows:

December 31,
2006 2005
Real estate loans: (In Thousands)
Residential $ 640,076 $ 557,306
Commercial 232,550 149,006
Construction (net of undisbursed
portion of $93,6 million and $64.] million,
respectively) 63,902 47,105
Total real estate loans 936,528 753,417
Commercial business loans 97,234 109,099
Installment loans 6,158 2,793
Collateral loans 1,449 1,326
Total loans 1,041,369 866,635
Net deferred loan costs and premiums 1,813 1,740
Allowance for loan losses (9,827) (8,675
Loans - net $ ],03 3,355 $ 859,700

The Company services certain loans for third parties. The aggregate of loans serviced for others
approximated $20.8 million and $23.1 million as of December 31, 2006 and 2005, respectively.
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At December 31, 2006 and 2005, the unpaid principal balances of loans placed on nonaccrual status
were approximately $855,000 and $1.7 million, respectively. If nonaccrual loans had been
performing in accordance with their original terms, the Company would have recorded
approximately $52,000, $59,000 and $51,000 in additional interest income during the years ended
December 31, 2006, 2005 and 2004, respectively. As of December 31, 2006 and 2005, there were no
loans contractually past due 90 days or more and still accruing interest except for one $4.9 million
United States Department of Agriculture loan outstanding as of December 31, 2005 that was fully
guaranteed for its principal and interest, which was repaid in full in January 2006.

The following information relates to impaired loans as of and for the years ended December 31,
2006, 2005 and 2004:

2006 2005 2004
{In Theousands)

Recorded investment in impaired loans for which

there is a related allowance for loan losses $ 2,280 $ 2,447
Recorded investment in impaired loans for which

there is no related allowance for loan losses
Allowance for loan losses related to impaired loans

(calculated in accordance with SFAS 114 and

SFAS 118) 139

Average recorded investment in impaired loans 1,689 1,998 2,588

Interest income recognized 102 116 114

The Company has no commitments to lend additional funds to borrowers whose loans are impaired.

The Company’s lending activities are conducted principally in Connecticut. The Company grants
single-family and multi-family residential loans, commercial loans and a variety of consumer loans.
In addition, the Company grants loans for the construction of residential homes, residential
developments and land development projects. The ultimate repayment of these loans is dependent on
the local economy and real estate market. The intent of management is to hold loans originated and
purchased to maturity.

The Company has established credit policies applicable to each type of lending activity in which it
engages. The Company evaluates the creditworthiness of each customer and, in most cases,
generally extends credit of up to 80% of the market value of the collateral at the date of the credit
extension, depending on the borrowers’ creditworthiness and the type of collateral. The market value
of the collateral is monitored on an ongoing basis and additional collateral is obtained when
warranted. Residential and commercial real estate is the primary form of collateral. Other important
forms of collateral are business assets, time deposits and marketable securities. While collateral
provides assurance as a secondary source of repayment, the Company ordinarily requires the primary
source of repayment to be based on the borrower’s ability to generate continuing cash flows,
Generally, one-to-four family residential mortgage loans are originated in amounts up to 80% of the
lesser of the appraised value or purchase price of the property, with private mortgage insurance
required on loans with a loan-to-value ratio in excess of 80%. The Company does not make loans
with a loan-to-value ratio in excess of 97% for loans secured by single-family homes.
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Changes in the allowance for loan losses for the years ended December 31, 2006, 2005 and 2004 are

as follows:
2006 2005 2004
{In Thousands)
Balance, beginning of year 3 8,675 ¥ 6,371 $ 4,971
Provision for loan losses 1,681 2,700 2,372
Loans charged-off {621) (646) (1,112)
Recoveries of toans previously charged-off 92 250 140
Balance, end of year $ 9,827 $ 8,675 § 6,371

In the normal course of business, the Company grants loans to executive officers, directors and other
related parties. Changes in loans outstanding to such related parties for the years ended December
31, 2006 and 2005 are as follows:

2006 2005
(In Thousands)
Balance, beginning of year $ 4,406 $ 4,295
Additional loans 446 583
Repayments {1,050} (472)
Balance, end of year 3 3,802 8 4,406

As of December 31, 2006 and 2005, all related party loans were performing,

Related party loans were made on the same terms as those for comparable loans and transactions
with unrelated parties, other than certain mortgage loans which were made to employees with over
one year of service with the Company which have rates 0.5% below market.

The balance of capitalized servicing rights, included in other assets at December 31, 2006 and 2005,
was $119,000 and $145,000, respectively. No impairment charges related to servicing rights were
recognized during the years ended December 31, 2006, 2005 and 2004.

Note 8. PREMISES AND EQUIPMENT
Premises and equipment at December 31, 2006 and 2005 are summarized as follows:

December 31,

2006 2005
{In Thousands)
Land and improvements $ 184 $ 144
Buildings ‘ 11,014 9,644
Fumniture and equipment 9,588 9,116
Leasehold improvements 3,071 2,507
23,857 21,411
Less accumulated depreciation
and amortization (11,233) (10,094)
$ 12,624 $ 11,317

Depreciation and amortization expense was $1.3 million, $1.2 million and $1.2 million for the years
ended December 31, 2006, 2005 and 2004, respectively.
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Note 9. DEPOSITS
Deposits at December 31, 2006 and 2005 were as follows:

December 31,
2006 2005
(In Thousands)
Demand and NOW $ 179,738 $ 176,561
Regular savings 128,604 151,551
Money market and investment savings 96,442 98,363
Club accounts 211 200
479,516 334,715

Time deposits

$ 884,511 $ 761,396

Time deposits in denominations of $100,000 or more were approximately $159.1 million and $97.6
million as of December 31, 2006 and 2005, respectively.

Contractual maturities of time deposits as of December 31, 2006 are summarized below:

(In Thousands)

2007 $ 394,601
2008 44,967
2009 18,565
2010 11,451
201t 8,751
Thereafter 1,181

$ 479516

Deposit accounts of officers, directors, and other related parties aggregated approximately
51,046,000 and $587,000 at December 31, 2006 and 20083, respectively.

A summary of interest expense by account type for the years ended December 31, 2006, 2005 and
2004 is as {ollows:

2006 2005 2004
(In Thousands)
Savings and demand deposits h 3,781 s 2,998 $ 2,248
Time deposi[s 16,127 8,346 6,223

¥ 19,908 3 11,344 3 8,471

Note 10. FEDERAL HOME LOAN BANK BORROWINGS AND STOCK

The Bank is a member of the Federal Home Loan Bank of Boston (“FHLBB™). At December 31,
2006 and 2005, the Bank had access to a pre-approved secured line of credit with the FHLBB of
$10.0 million. At December 31, 2006 and 2005 the Company had the capacity for additional
advances of up to $159.3 million and $185.5 million, respectively. In accordance with an agreement
with the FHLBB, the qualified collateral must be free and clear of liens, pledges and encumbrances,
At December 31, 2006 and 2005, there were no advances outstanding under the line of credit.
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At December 31, 2006 and 2003, outstanding advances from the FHLBB are as follows:

December 31,
Interest Rate  Maturity Date 2006 2005
(In Thousands)
4.06% January 3, 2006 b - % 17,000
5.74% January 12, 2006 - 5,000
4.69% August 15, 2006 - 5,000
5.125% January 2, 2007 65,000 -
3.41% July 9, 2007 5,000 5,000
3.55% November 23, 2007 2,000 2,000
5.52% May 8, 2008 5,000 5,000
2.77% May 27, 2008 5,000 5,000
5.61% July 30, 2008 5,000 5,000
3.84% August 6, 2008 5,000 5,000
3.86% October 31, 2008 10,000 10,000
3.80% January 9, 2609 7,000 7,000
4,10% July 9, 2009 7,000 7,000
4.18% November 23, 2009 2,000 2,000
3.30% May 27, 2010 5,000 5,000
4.28% August L1, 2010 5,000 5,000
6.47% September 8, 2010 710 867
4.95% December 20, 2010 10,000 10,000
4.52% August 8, 2011 5,000 5,000
4.15% Ociober 3, 2011 5,000 5,000
4.57% August 20, 2012 8,000 8,000
4.60% October 1, 2012 5,000 5,000
4.75% November 23, 2012 2,000 2,000
3.89% May 28, 2013 5,000 5,000
4.75% July 5, 2013 5,000 -
4.78% January 13, 2014 4.400 -

$ 178,110 § 130,867

The Bank is required to acquire and hold shares of capital stock in the Federal Home Loan Bank in
an amount at least equal to the sum of 0.35% of the aggregate principal amount of its unpaid
residential mortgage loans and similar obligations at the beginning of each year, and up to 4.5% of
its advances (borrowings) from the FHLBB. The carrying value of Federal Home Loan Bank stock
approximates fair value based on the redemption provisions of the stock. The advances are
collateralized by first mortgage loans with a carrying value of $337.4 million and $303.8 million at
December 31, 2006 and 2005, respectively.

The following table sets forth information concerning balances and interest rates on cur FHLEB
advances at the dates and for the periods indicated.
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At or For the Years Ended December 31,
2006 2005 2004

{Dollars in Thousands)

FHLBB Advances:
Maximum amount of advances outstanding at any

month end during the year $§ 195,637 $ 131,104 $ 128,062
Avcrage advances outstanding during the year 168,942 122,828 106,134
Balance outstanding at end of year 178,110 130,867 118,015
Weighted average interest rate during the year 4.58% 421% 433%
Weighted average interest rate at the end of year 4.59% 4.29% 421%

Note 11. BENEFIT PLANS
Pension and Other Post-Retirement Benefits:

The Company has adopted the provisions of SFAS 158 related to recognition of the funded status of
defined benefit plans as of December 31, 2006. The following table discloses the effect on the
Consolidated Statements of Condition of adopting such provisions of SFAS 158;

Before

Adoption of After Adoption

SFAS 158 Adjustment of SFAS 158

Intangible pension asset $ 831 § (831) 3% -
Deferred tax assets-net 3,179 2,059 5,238
Other assets 7,280 (4,842) 2,438
Total assets 1,235,619 (2,783) 1,232,836
Accrued expenses and other liabilities B.618 1,213 9,831

Additional minimurn liability, net of

tax included in accumulated other

comprehensive income (loss) {(410) 410 -
Amount included in accumulated other

comprehensive income (loss) after

the adoptiont of SFAS 158 - (4,406) (4,4006)
Total stockholders’ equity 159,060 (3,996) 155,064
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The Company sponsors a nencontributory defined benefit pension plan (the “Pension Plan™)
covering all full-time employees hired before January 1, 2005. Participants become 100% vested
after five years of employment of vesting service. The Company’s funding policy is to contribute
annually the maximum amount that can be deducted for Federal income tax purposes, while meeting
the minimum funding standards established by the ERISA.

The measurement date of the pension plan assets and benefit obligations is presently October 1 and
will be changed in accordance with the provisions of SFAS 158 to the Company’s year-end of
December 31 effective December 31, 2008. The Company uses January | as the measurement date
for its post-retirement benefit plan.

The Company entered into a supplemental retirement agreement with two executive officers of the
Bank. Additionally, effective December 1, 2004, the Bank adopted the Supplemental Executive
Retirement Plan (the “SERP”) covering two designated executive officers of the Company. The
SERP provides the two designated officers with a retirement benefit equal to 70% of their respective
average annual earnings, as defined.

The Company also has supplemental retirement plans (the “Supplemnental Plans™) that provide
benefits for certain key executive officers. The Supplemental Plans provide restorative payments to
certain executives who are prevented from receiving the full benefits contemplated by the tax-
qualified Retirement Plan, 401{k) Plan and Employee Stock Ownership Plan. Benefits under the
Supplemental Plans are based on a predetermined formula. The benefits under the Supplemental
Plans are reduced by other employee benefits. The liability arising from the Supplemental Plans is
being accrucd over the participants’ remaining periods of service so that at the expected retirement
dates, the present value of the annual payments will have been expensed.

The Company also provides an unfunded post-retirement medical, health and life insurance benefit
plan for retirees and employees hired prior to March 1, 1993.

The amounts related to the Pension Plan, Supplemental Plans and the SERPs are reflected in the
tables that follow as “Pension Plans”.

The following is information regarding the changes in benefit obligations, changes in plan assets,
funded status and amounts recognized as of and for the years ended December 31, 2006 and 2005,
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Pension Plans Post-Retirement Benefits

Years Ended Years Ended

Pension Plans Post-Retirement Benefits
2006 2005 2006 2005

(In Thousands)
Change in Benefit Obligation:

Benefit obligation at beginning of year 5 15586 $ 11,790 $ 1692 $ 1,643
Service cost 807 850 16 9
Interest cost 887 739 107 80
Amendments - 637 - 105
Actuarial (gain) loss (270) 1,821 36t (67)
Benefits paid (273) {251) (83) (78)
Benefit obligation at end of year $ 16737 § 1558 § 2091 § 1,692

Change in Plan Assets:
Fair value of plan assets at beginning of

year $ 11,630 % 7,102 § - 8 -
Actual return on plan assets 906 898 - -
Employer contributions - 3,881 85 78
Benefits paid (273) (251) (85) (78}
Fair value of plan assets at end of year $ 12,263 § 11630 $ - 8 -
Funded status at end of year $ (4474) 5 (3,956) § (2,091) $ (1.,692)
Funded Status 3 (4474) 8 (3,956) $§ (2,091) 3 (1,692)
Unrecognized net actuarial losses * 5,721 * 588
Unrecognized prior service costs * 1,321 * 105
Net amount recognized : $ (4474) 3 308 ¢ (2001) § (999
Accumulated benefit obligation $ 14481 § 13,104 § 2,09t § 1,692
Amounts Recognized in the
Consolidated Statements of Condition:
Other assets $ - % 35840 3 - 3 -
Deferred tax asset - 173 - -
Accrued expenses and other liabilities (4,474) (3,268) (2,091) (999}
Accumulated comprehensive loss * 335 * -
Net amount recognized $ (4474) $ 3,086 5 (2,091) § (999)
Amounts Recognized in Accumulated

Other Comprehensive Loss Consist of:
Prior service cost s 699 § * 8 86 % *
Net actuarial loss 5,025 * 866 *
Net amount recognized 5 5724 § * % 952 % *

* Not applicable due to adoption of SFAS 158 on December 31, 2006.
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The amounts in accumulated other comprehensive income that are expected to be recognized as
components of net periodic benefit cost during 2007 are as follows:

Post-
Amounts Recognized in Accumulated Pension  Retirement
Other Comprehensive Loss consist of: Plans Benefits
(In Thousands)
Net actuarial losses $ 485 § 88
Prior service costs 312 19
Net amount recognized $ 797§ 107
Components of Net Periodic Benefit Cost:
Pension Plans Post-Retirement Benefits
2006 2005 2004 2006 2005 2004
{In Thousands)
Service cost $§ 87 3 8% § 584 § 16 § 9 % 7
Interest cost 387 739 570 107 80 97
Expected return on plan
assets (974) {838) 473) - - -
Amortization of net
actuarial losses 494 335 327 83 46 75
Amortization of prior
service cost (benefits) 622 622 226 19 (2 (58)

Net periodic benefit cost $ 1,836 % 1,708 § 1,234 $ 225 § 133 § 121

Assumptions

Weighted-average assumptions used to determine pension benefit obligations at December 31,

2006 2005
Discount rate 6.00% 5.75%
Rate of compensation increase 425% 4.00%

Weighted average assumptions used to determine net benefit pension expense for the years ended
December 31,

2006 2005 2004
Discount rate 5.75% 6.00% 6.25%
Expected long-term rate of return on plan assets 8.50% 8.50% 8.50%
Rate of compensation increase 4.00% 4.00% 4.00%

The accumulated postretirement benefit obligation was $2.1 million as of December 31, 2006.

The Company does not intend to apply for the government subsidy under Medicare Part-D for
postretirement prescription drug benefits. Therefore, the impact of the subsidy is not reflected in the
development of the liabilities for the plan. As of December 31, 2006, prescripticn drug benefits are
included in the postretirement benefits offered to employees hired prior to March 1, 1993,

The expected long-term rate of return is based on the actual historical rates of return of published
indices that are used to measure the plans’ target assets aflocation. The historical rates are then
discounted to consider fluctuations in the historical rates as well as potential changes in the
investment environment.
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Assumed Healthcare Trend Rates

The Company’s accumulated post-retirement benefit obligations, exclusive of pensions, take into
account certain cost-sharing provisions. The annual rate of increase in the cost of covered benefits
(i.c, healthcare cost trend rate) is assumed to be 10% at December 31, 2007 and 2006, and 9% at
December 31, 2005 and 2004, decreasing gradually to a rate of 5% at December 31, 2011, Assumed
healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans,
A one percentage point change in the assumed healthcare cost trend rate would have the following
effects (dollars in thousands):

1% 1%
Increase Decrease
(In Thousands)
Effect on post-retirement benefit obligation $ 14 $(12)
Effect on total service and interest 222 (188)

Plan Assets

The Company’s pension plan weighted-average asset allocations at Decemnber 31, 2006 and 2005, by
asset category are as follows:

Asset Category 2006 2005
Equity securities 62% 61%
Debt securities 35 36
Real estate 3 3
Total 100% 100%

The Company’s investment goal is to obtain a competitive risk adjusted return on the pension plan
assets commensurate with prudent investment practices and the plan’s responsibility to provide
retirement benefits for its participants, retirees and their beneficiaries. The 2007 targeted allocation
for equity securities, debt securities and real estate is 62%, 35% and 3%, respectively. The pension
plan’s investment policy does not explicitly designate allowable or prohibited investments, instead,
it provides guidance regarding investment diversification and other prudent investment practices to
limit the risk of loss. The Plan’s asset allocation targets are strategic and long-term in nature and are
designed to take advantage of the risk reducing impacts of asset class diversification.

Plan assets are periodically rebalanced to their asset class targets to reduce risk and to retain the
portfolio’s strategic risk/return profile. Investments within each asset category are further diversified
with regard to investment style and concentration of holdings.

Contributions

The Company contributed $676,000 and $981,000 to the Pension Plan during the years ended
December 31, 2006 and 2005, respectively, The Company plans to contribute $675,000 to the
Pension Plan in 2007.

Estimated Future Benefit Payments

The following benefit payments, which reflect expected future service, as appropriate, are expected
to be paid:

Pension Post-Retirement
Plan Benefits
(In Thousands)
2007 $ 452 $ 117
2008 588 126
2009 603 137
201¢ 953 139
2011 974 146
Years 2012-2016 5,494 772
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Note 12.

401(k) Plan: The Company has a tax-qualified 401(k} plan for the benefit of its eligible employees.
Beginning January 1, 2005, the 401(k} Plan was amended to pay all employees, even those who do
not contribute to the 401(k) Plan, an automatic 3% of pay “safe harbor” contribution that is fully
vested instead of the matching contribution provided to participants of the 401(k) Plan. The
Company contributed $359,000, $222,000 and $142,000 to the plan for the years ended December
31, 2006, 2005 and 2004, respectively.

STOCK BASED COMPENSATION

On January 1, 2006, the Company adopted SFAS 123R (revised 2004), Share-Based Payment. The
adoption of these new rules did not impact the Company’s consolidated financial statements since
the Company had not issued any stock options or restricted stock before the adoption date. Under
SFAS 123R, the fair value of stock option and restricted stock awards, measured at grant date, is
amortized to compensation expense on a straight-line basis over the vesting period. The Company
accelerates the recognition of compensation costs for stock-based awards granted 1o retirement-
etigible employees and employees who become retirement-eligible prior to full vesting of the award
because the Company’s incentive compensation plans allow for vesting at the time an employee
retires. Stock-based compensation granted to non-retirement-eligible individuals is expensed over
the normal vesting period.

The Board of Directors and stockholders of the Company approved the Rockville Financial, Inc.
2006 Stock Incentive Award Plan (the "Plan”) in 2006. The Plan allows the Company to use stock
options, stock awards, stock appreciation rights and performance awards to attract, retain and reward
performance of qualified employees and others who contribute to the success of the Company. As of
December 31, 2006, there were 144,882 restricted stock shares and 695,375 stock options available
for future grants under the Plan.

During the year ended December 31, 2006, the Human Resources Committee awarded 197,440
shares of restricted stock (net of 7,508 shares which were used by the executives for income tax
withholding as described below) with a fair value of $3.5 million, as measured on the grant date and
options to purchase 179,200 shares of the Company’s stock with cliff vesting on December 13, 2008
and an exercise price of $17.77 per share. The restricted stock and options were issued to directors
and officers of the Company. The fair value of the options awarded on grant date, net of estimated
forfeitures, was $739,000 using the Black-Scholes pricing model that uses assumptions noted in the
following table. The right to exercise the stock options expires on December 13, 2016. Option and
share awards provide for accelerated vesting if there is a change in control, as defined in the Plan.

Total employee and director share-based compensation expense recognized for stock options and
restricted stock was $2.4 million for the year ended December 31, 2006 of which director share-
based compensation expense recognized (in the consolidated statement of income as other
noninterest expense) was $924,000 and officer share-based compensation expense recognized (in the
consolidated statement of income as salaries and benefit noninterest expense) was $1.5 million. The
total charge of $2.4 miilion includes $129,000 related to 7,508 vested restricted shares used for
income tax withholding payments on behalf of certain executives.

in November of 2006, the Board of Directors approved a stock repurchase program to purchase
349,830 shares. During the year ended December 31, 2006, the Company purchased 57,800 shares
on the open market at a cost of $962,000 and re-issued themn along with 139,640 shares of previously
un-issued shares to settle the restricted stock awards granted during 2006. As of December 31, 2006,
the Company may repurchase up to 292,030 shares for the approved stock repurchase program. The
Plan allows the Company to use either acquired or un-issued shares to award future grants or
exercised options.

Stock Options:

For share-based compensation recognized for the year ended December 31, 2006, the Company used
the Black-Scholes option pricing model for estimating the fair value of stock options granted. The
weighted average estimated fair values of stock option grants and the assumptions that were used in
calculating such fair values were based on estimates at the date of grant as follows:
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2006
Weighted average fair value of options
granted during the year $§ 434
Stock options granted during the year 179,200
Assumptions:
Risk free interest rate 4.55%
Expected volatility 15.83%
Expected dividend yield .90%
Expected life of options granted 6 years

The expected volatility was determined using both the Company’s historical trading volatility as
well as the historical volatility of an index published by SNL Financial for mutual holding
company’s commoen stock over the expected average life of the options. The index was used as the
Company’s stock has only been publicly traded since May 20, 2005.

The Company estimates option forfeitures using historical data on employee terminations.

The expected life of stock options granted is derived using the simplified method and represents the
period of time that stock options granted are expected to be outstanding,

The risk-free interest rate for periods within the contractual life of the stock option is based on the
average five and seven U.S. Treasury Note yield curve in effect at the date of grant.

The expected dividend yield reflects an estimate of the dividends the Company expects to declare
over the expected life of the options granted.

Stack options provide grantees the option to purchase shares of common stock at a specified exercise
price and, expire ten years from the date of grant. The exercise price of $17.77 was equal to the fair
value of the shares on the date the options were granted. The Company recognizes compensation
expense, measured as the fair value of the stock option on the date of grant, on a straight-line basis
over the vesting period with accelerated recognition of compensation costs for stock options granted
to retirement-eligible employees and employees who become retirement-eligible prior to full vesting
of the award because the Company’s incentive compensation plans allow for vesting at the time an
employee retires. Stock options granted to non-retirement-eligible individuals is expensed over the
normal vesting period.

The following table presents the activity related to stock options under the Plan for the year ended
December 31, 2006:

Weighted Average Aggregate

Weighted Remaining Intrinsic
Stock Average Contractual Term Value
Options Exercise Price (in years) (in thousands)
Stock options outstanding at Januvary 1,
2006 - 8 -
Granted 179,200 17.77 - -
Exercised - - - -
Forfeited or expired - - - -
Stock options outstanding at
December 31, 2006 179,200 17.77 10.0 $ 778
Stock options expected to vest at the end
of the year 170,240 - - 739

As of December 31, 2006, the unrecognized cost related to the stock options awarded of $444,000
will be recognized over a weighted-average period of 1.9 years.

Restricted Stock:

Restricted stock provides grantees with rights to shares of commeon stock upon completion of a
service period. During the restriction period, all shares are considered outstanding and dividends are
paid on the restricted stock. The Company recognizes compensation expense, measured as the
closing market price of the Company’s common stock on the date of grant, on a straight-line basis
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over the vesting period for service period vesting with accelerated recognition of compensation costs
for restricted stock granted to retirement-eligible employees and employees who become retirement-
eligible prior to full vesting of the award because the Company’s incentive compensation plans
allow for vesting at the time an employee retires. Restricted stock granted to non-retirement-eligible
individuals is expensed over the normal vesting period. Restricted stock is forfeited if an employee
terminates prior Lo vesting.

As of December 31, 2006, the unrecognized cost relating to non-vested restricted stock awards to
non-retirement age executives and directors granted under the Plan was $1.4 miliion which will be
recognized over a weighted average period of 3.9 ycars.

The following table presents the activity for Restricted Stock for the year ended December 31, 2006:

Weighted Average

Grant-

Number of Shares Date Fair Value

Unvested as of January 1, 2006 - b -
Granted 197,440 17.51
Vested (33,480) 17.51
Forfeited - -
Unvested as of December 31, 2006 163,960 b 17.51

Seventeen percent or 33,480 shares of restricted stock vested during the year ended December 31,
2006 with a grant date fair value of $588,000. During the year ended December 31, 2006,
compensation expense on 54,520 additional shares or $939,000 was recorded as the executives were
retirement eligible and the shares vest upon retirement. Twenty-five percent, or 40,988, of the
remaining unvested restricted stock shares will vest annually in 2007, 2008 and 2009 and 40,996
shares will vest in 2010. All unvested restricted stock shares are expected to vest.

Phantom Stock Plan: Effective January 1, 2004, the Company adopted the Rockville Bank
Phantom Stock Plan (the “Plan™), a non-qualified deferred compensation agreement that provided
for benefits for certain executive officers and directors of the Bank. The Plan was amended and
terminated on December 13, 2005, The Plan created hypothetical or *phantom” shares valued in
accordance with independent appraisals of Rockville Bank. If the value of a phantom sharc increased
from year to year, the participants in the Plan earned a benefit, subject to vesting requirements,
equivalent to the increase in value of the phantom shares allocated to their accounts; however, the
value of a participant's phantom shares could not increase more than 20% nor decrease more than
10% in any one year. The Plan provided for an “Option” type of phantom share and a “Retirement”
type. Any increase in value of an Option phantom share awarded under the Plan was to be paid in a
lump sum on the {ifth anniversary of the grant of such phantom share. The Retirement phantom
shares were to be paid upon retirement subject to vesting requirements.

The Plan was amended on December 13, 2005 to provide for a 7% appreciation in the value of the
participants’ accounts for 2005, provide for an additional retirement award equal to 50% of the total
appreciation in all Option phantom shares awarded since the effective date of the Plan which was
allocated in equal shares to all Directors participating in the Plan, fully vest the Retirement phantom
shares of all participants, provide for 50% vesting of the Option phantom shares of all participants
and distribute the Plan benefits in an aggregate amount of $1.5 million to the participants. During the
years ended December 31, 2005 and 2004, the Company recorded $505,000 and $966,000,
respectively, for compensation expense related to the Plan. The Plan was terminated following the
2005 distribution.

Employee Stock Ownership Plan: As part of the reorganization and stock offering completed in
2005, the Company established an ESOP for eligible employees of the Bank, and authorized the
Company to lend the funds to the ESOP to purchase 699,659 or 3.6% of the shares issued in the
initial public offering. Upon completion of the reorganization, the ESOP borrowed $4.4 million from
the Company to purchase 437,287 shares of common stock. Additional shares of 59,300 and 203,072
were subsequently purchased by the ESOP in the open market at a total cost of $817,000 and $2.7
million in 2006 and 2005, respectively, with additional funds borrowed from the Company. The
Bank intends to make annual contributions to the ESOP that will be adequate to fund the payment of
regular debt service requiremnents attributable to the indebtedness of the ESOP.
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The interest rate for the ESOP loan is the prime rate plus one percent, or 9.25% as of December 31,
2006. As the loan is repaid to the Company, shares will be released from collateral and will be
allocated to the accounts of the participants. As of December 31, 2006 the outstanding principal and

interest due was $6.5 million and principal payments of $1.4 million have been made on the loan
since inception.

ESOP expense for the years ended Décember 31, 2006 and 2005 was $1.0 million and $913,000,
respectively. At December 31, 2006, there were 139,931 allocated, 0 unaltocated and 559,728
unreleased ESOP shares and the unreleased shares had an aggregate fair value of $10.0 million.

Note 13. INCOME TAXES

The components of the income tax provision (benefit) for the years ended December 31, 2006, 2005
and 2004 are as follows:

2006 2005 2004
{In Thousands)
Current $ 3,789 $ 3,208 $ 1,059
Deferred 421 (1,675) 451
Total provision for income taxes $ 3368 § 1533 § 1,510

The 1ax effects of temporary differences that give rise to significant components of the deferred tax
assets and deferred tax liabilities at December 31, 2006 and 2005 are presented below:

December 31,
2006 2005
(En Thousands)

Deferred tax assets:

Allowance for loan losses $ 3,341 5 2,949
Contribution carryforwards 677 1,024
Investment losses 289 550
Pension and postretirement liabilities 3,551 1,013
Stock incentive award plan 100 -
Other 502 289
Gross deferred tax assets 8,460 ' 5,825
Deferred tax liabilities:
Unrealized gains on securities (1,410) (713)
Prepaid pension expense (1,505) {1,505)
Premises and equipment (174} {106}
Other (133) (84)
Gross deferred tax liabilities (3,222) (2,408)
Net deferred tax asset $ 5,238 $ 3417
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Management believes that it is more likely than not that the deferred tax assets will be realized
through future earnings and for future reversals of existing taxable temporary difTerences.

Retained earnings at December 31, 2006 includes a contingency reserve for loan losses of
approximately $1.2 million, which represents the tax reserve balance existing at December 31, 1987,
and is maintained in accordance with provisions of the Internal Revenue Code applicable to mutual
savings banks. Amounts transferred to the reserve have been claimed as deductions from taxable
income, and, if the reserve is used for purposes other than to absorb losses on loans, a Federal
income tax liability could be incurred. 1t is not anticipated that the Company will incur a Federal
income tax liability relating to this reserve balance, and accordingly, deferred income taxes of
approximately $408,000 at December 31, 2006 have not been recognized.

Effective for taxable years commencing after December 31, 1998, financial services institutions
doing business in Connecticut are permitted to establish a “passive investment company” (“PIC™) to
hold and manage loans secured by real property. PICs are exempt from Connecticut corporation
business tax, and dividends received by the financial services institutions from PICs are not taxable.
In January 1999, the Bank established a PIC as a wholly-owned subsidiary and transferred a portion
of its residential mortgage loan portfolio from the Bank to the PIC. A substantial portion of the
Company’s interest income is now derived from the PIC, a state tax-exempt entity, and accordingly,
there is no provision for state income taxes subsequent to January 1999.

The Companty’s ability to continue to realize the tax benefits of the PIC is subject to the PIC
continuing to comply with all statutory requirements related to the operations of the PIC. The
Company believes it is in compliance with such requirements.

For the years ended December 31, 2006, 2005 and 2004, a reconciliation of the anticipated income
tax provision (computed by applying the Federal statutory income tax rate of 34% to income before
income tax expense), to the provision for income taxes as reported in the statements of incomes is as
follows:

Years Ended December 31,

2006 2005 2004
(Ia Thousands)
Provision for income tax at statutory rate $ 3475 $ 1,686 $ 1,686
Increase (decrease) resulting from:
Increase in cash surrender value of Bank
Owned Life Insurance (115) (110) (99)
Dividend received deduction (67) (65) (38)
Cash surrender value on supplemental
gxecutive refirement plans - - (22)
Tax exempt interest and disallowed interest
expense (17 22) (24)
Excess book basis of Employee Stock
Ownership Plan 82 44 -
Other, net 10 - 7
Total provision for income taxes $ 3,368 $ 1,533 3 1,510
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Note 14. COMMITMENTS AND CONTINGENCIES

Leases: The Company leases certain of its branch offices under operating lease agreements which
contain renewal options for periods up to fifteen years. In addition to rental payments, the branch
leases require payments for executory costs. The Company also leases certain equipment under non-
cancelable operating leases.

Future minimum rental commitments under the terms of these leases, by year and in the aggregate,
arc as follows as of December 31, 2006:

{In Thousands)

2007 $639
2008 545
2009 465
2010 310
2011 208
Thereafier 1,568

$ 3,735

Total rental expense charged to operations for all cancelable and non-cancelable operating leases
approximated $566,000, $527,000 and $479,000 for the years ended December 31, 2006, 2005 and
2004, respectively,

The Company, as a landlord, leases space to third party tenants under non-cancelable operating
lcases. In addition to base rent, the leases require payments for executory costs. Future minimum
rental receivable under the non-cancelable leases are as follows as of December 31, 2006:

(In Thousands)

2007 $340
2008 314
2009 305
2016 305
2011 305
Thereafter 1,420

$ 2,989

Rental income is a reduction to occupancy and approximated $119,000, $61,000 and $87,000 for the
years ended December 31, 2006, 2005 and 2004, respectively,

Employment and Change in Control Agreements: The Bank and the Company entered into an
employment agreement, which was amended on December 22, 2006, with the Bank’s President and
Chief Executive Officer ending December 31, 2007, which may be extended only in the event the
Bank serves written notice sixty days prior to the expiration date. An employment agrecment was
also entered into with the Bank’s Chief Operating Officer, which was amended on December 22,
2006 to continue through December 31, 2007. As of December 22, 2006, the Bank has also amended
existing employment agreements with all but one of its remaining Executive Officers, (each, an
“Executive Officer”), these agreements will end on December 31, 2007, unless extended by written
notice sixty days prior to the expiration date. One Executive Officer retains his three-year
employment agreement, which will expire on December 31, 2009 and will be extended on an annual
basis unless written notice of non-renewal is given by the Human Resources Committee, Under
certain specified circumstances, the employment agreements require certain payments to be made for
certain reasons other than cause, including a “change in control” as defined in the agreement.
However, such employment may be terminated for cause, as defined, without incurring any
continuing obligations. If the Bank chooses to terminate these employment agreements for reasons
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other than cause, ot if the Exccutive Officer resigns from the Bank after specified circumstances that
would constitute good reason, as defined in the employment agreement, would be entitled to receive
a severance benetit in the amount of three times the sum of his or her basc salary and his or her
potential annual incentive compensation for the year of termination or, il higher, his or her actual
annual incentive compensation for the year prior to the year of termination, payable in monthly
installments over the 36 months following termination. In addition, the Executive Officer will be
entitled to a pro-rata portion of the annual incentive compensation potentially payable to them for
the year of termination; accelerated vesting of any outstanding stock options, restricted stock or
other stock awards; immediate exercisability of any such options; and deemed satisfaction of any
performance-based objectives under any stock plan or other long-term incentive award, In
consideration for the compensation and benefits provided under their employment agreement, the
Executive Officers are prohibited from competing with the Bank and the Company during the term
of the employment agreements and for a period of two years following termination of employment
for any reason,

The Bank and the Company has also entered into change in control agreements with four additional
senior officers (each, an “Officer”). Each change in control agreement had an initial term that ended
December 31, 2005, which term was automatically extended on January 1, 2006 and will be
extended on each January 1st thereafter for one additional year unless writien notice is given by
either party; provided, however, that no such notice by the Bank or the Company will be effective if
a change of control or potential change in control has occurred prior to the date of such notice. If,
following a change in control of the Bank or the Company, the Officer’s employment is terminated
without cause, or the Officer voluntarily resigns upon the occurrence of circumstances specified in
the agreements constituting good reason, the Officer will receive a severance payment under the
agreement equal to two times the sum of the Officer’s annual base salary and their potential annual
incentive compensation for the year of termination or, if higher, their actual annual incentive
compensation for the year prior to the year of termination. The Officer will also be entitled to a pro-
rata portion of the annual incentive compensation potentially payable to them for the year of
termination; accelerated vesting of any outstanding stock options, restricted stock or other stock
awards; immediate exercisability of any such options; and deemed satisfaction of any performance-
based objectives under any stock plan or other long-term incentive award. The Bank will also
provide the Officer with a cash allowance for outplacement assistance in the amount of 20% of their
annual base salary and annual incentive compensation taken into account for purposes of calculating
the severance payment described above for expenses incurred during the 24 months following
termination of employment.

The Bank and the Company has also entered into change in control and restrictive covenant
agreements with five lending officers (each a “Lending Officer™). Each change in control and
restrictive covenant agreement had an initial term that ended December 31, 2005, and was extended
on January 1, 2006 and will be extended annually thereafier for one additional year unless written
notice is given by either party; provided, however, that no such notice by the Bank or the Company
will be effective if a change in control or potential change in control has occurred prior to the date of
such notice. If, following a change in control of the Bank or the Company, the Lending Officer’s
employment is terminated without cause, or the Lending Officer voluntarily resigns upon the
occurrence of circumstances specified in the agreements constituting good reason, the Lending
Officer will receive a severance payment under the agreernént equal to two times the sum of the
Lending Officer’s annual base salary and their potential annual incentive compensation for the year
of termination or, if higher, their actual annual incentive compensation for the year prior to the year
of termination. The Lending Officer will also be entitled to a pro-rata portion of the annual incentive
compensation potentially payable to them for the year of termination; accelerated vesting of any
outstanding stock options, restricted stock or other stock awards; immediate exercisability of any
such options; and deemed satisfaction of any performance-based objectives under any stock plan or
other long-term incentive award. The Bank will also provide the Lending Officer with a cash
allowance for outplacement assistance in the amount of 20% of their annual base salary and annual
incentive compensation taken into account to calculate the severance payment described above for
expenses incurred during the 24 months following termination of employment.

Change in Control Severance Plan: The Bank and the Company adopted a Change in Control
Severance Plan to provide benefits to eligible employees upon a change in control of the Bank or the
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Note 15.

Company. Eligible employees are those with a minimum of one year of service with the Bank as of
the date of the change in control. Generally, alt eligible employees, other than officers who will enter
into separate employment or change in control or change in control and restrictive covenant
agreements with the Bank and the Company, will be eligible to participate in the plan. Under the
plan, if a change in control of the Bank or the Company occurs, eligible employees who are
terminated, or who terminate employment upon the occurrence of events specified in the plan, within
24 months of the effective date of the change in control, will be entitled to 1/26th of the sum of the
employee’s annual base salary and his or her potential annual incentive compensation for the year of
termination or, if higher, his or her actual annual incentive compensation for the year prior to the
year of termination, multiplied by the employee’s total years of service with the Bank. Subsidized
COBRA coverage will also be made available to such employees for a period of weeks equal to the
employee’s years of service with the Bank multiplied by two.

Legal Matters: The Company is involved in various legal proceedings which have arisen in the
normal course of business. Management believes that resolution of these matters will not have a
material effect on the Company’s financial condition, results of operations or cash flows.

Financial Instruments With Off-Balance Sheet Risk: In the normal course of business, the
Company is a party to financial instruments with off-balance sheet risk to meet the financing needs
of its customers. These financial instruments include commitments to extend credit and undisbursed
portions of construction loans and involve, to varying degrees, elements of credit and interest rate
risk in excess of the amounts recognized in the statements of financial condition. The contractual
amounts of those instruments reflect the extent of involvement the Company has in particular classes
of financial instruments.

The contractual amounts of commitments to extend credit represent the amounts of potential
accounting loss should the contract be fully drawn upon, the customer default, and the value of any
existing collateral obligations as it does for on-balance sheet instruments. QOff-balance sheet financial
instruments whose contract amounts represent credit risk are as follows at December 31, 2006 and
2005:

December 31,

2006 2005
Commitments to extend credit: (In Thousands)

Future loan commitments $ 23,740 $ 51964
Undisbursed construction loans 93,563 64,143
Undisbursed home equity lines of credit 101,675 82,119
Undisbursed commercial lines of credit 57,368 17,127
Standby letters of credit 17,614 10,107
Unused checking overdraft lines of credit 98 98

$ 294,058 $§ 225,558

Commitments to extend credit are agreements to lend to a customer as long as there is no violation
of any condition established in the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Standby letters of credit are conditional
commitments issued by the Company to guarantee the performance of a customer to a third party.
Since these commitments could expire without being drawn upen, the total commitment amounts do
not necessarily represent future cash requirements. The Company evaluates each customer’s
creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by
the Company upon extension of credit, is based on management’s credit evaluation of the
counterparty. Collateral held varies but may include residential and commercial property, accounts
receivable, inventory, property, plant and equipment, deposits, and securities.

REGULATORY MATTERS

The Company and the Bank are subject to various regulatory capital requirements administered by
the Federal banking agencies. Failure to meet minimum capital requirements can initiate certain
mandatory, and possibly additional discretionary, actions by regulators that, if undertaken, could
have a direct material effect on the Company’s financial statements. Under capital adequacy
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guidelines and the regulatory framework for prompt corrective action, the Company and the Bank
must meet specific capital guidelines that involve quantitative measures of the Company’s and the
Bark’s assets, liabilities, and certain off-balance sheet items, as calculated under regulatory
accounting practices. The Company’s and the Bank’s capital amounts and classification are also
subject to qualitative judgments by the regulators about components, risk weightings, and other
factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to
Mmaintain minimum amounts and ratios (set forth in the table below) of total and Tier [ capital (as
defined in the regulations) to risk-weighted assets (as defined), and of Tier I capital (as defined) to
average assets (as defined). Management believes, as of December 31, 2006, 2005 and 2004, that the
Company and the Bank meet ali capital adequacy requirements to which they are subject.

As of December 31, 2006, the most recent notification from the FDIC categorized the Bank as well
capitalized under the regulatory framework for prompt corrective action. To be categorized as well
capitalized, the Bank must maintain minimum total risk-based, Tier I risk-based, and Tier [ leverage
ratios as set forth in the table below. There are no conditions or events since then that management
believes have changed the Bank’s category.

The following is a summary of the Bank’s regulatory capital amounts and ratios as December 31,
2006 and 2005 compared to the Federal Deposit Insurance Corporation’s requirements for
classification as a well-capitalized institution and for minimum capital adequacy. Also included is a
summary of Rockville Financial, Inc.’s regulatory capital and ratios as of December 31, 2006 and
2005. The December 31, 2004 data is not relevant as the reorganization of the Company was
completed on May 20, 2005. Prior to the reorganization, the ratios for the Bank were the same as
Charter Oak Community Bank Corp..

For Capital Capitalized Under
Adequacy Prompt Corrective
Actual Purposes Action Provisions
Rockyille Bank: Amount Ratio Amount Ratic Amount Ratio
December 31, 2006 (Dollars in Thousands)
Total capital to risk weighted assets $ 127,949 13.9%  $73,640 8.0% $92,050 10.0%
Tier | capital to risk weighted assets 117,606 12.8 36,752 4.0 55,128 6.0
Tier 1 capital to total average assets 117,606 9.6 49,003 4.0 61,253 5.0
Rockville Bank:
December 31, 2005
Total capital to risk weighted assets $ 117,882 15.5%  $60,842 8.0% $76053 10.0%
Tier [ capital to risk weighted assets 108,898 14.3 30,461 4.0 45,692 6.0
Tier I capital 1o total average assets 108,898 10.6 41,094 4.0 51,367 5.0
Rockyville Financial, Inc.:
December 31, 2006
Total capital 1o risk weighted assets $ 165992 18.0% $73,774 8.0% $92218 10.0%
Tier | capital to risk weighted assets 155,649 16.9 36,840 4.0 55,260 6.0
Tier [ capital to total average assets 155,649 12.8 48,640 4.0 60,800 5.0
Rockville Financial, Ine.:
December 31, 2005
Total capital to risk weighted assets $ 156,000 20.4% $e6l,176 8.0% $76,471 10.0%
Tier I capital to risk weighted assets 147,016 19.3 30,470 4.0 45,704 6.0
Tier | capital to total average assets 147,016 14.3 41,123 4.0 51,404 5.0

The Company is also considered to be well capitalized under the regulatory framework specified by
the Federal Reserve. Actual and required ratios are not substantially different from those shown
above.
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Connecticut law restricts the amount of dividends that the Bank can pay based on retained earnings
for the current year and the preceding two years. As of December 31, 2006, $13.7 million was
available for the payment of dividends.

In accordance with Connecticut banking regulations, the Bank has established two liquidation
accounts (the "Liquidation Accounts™) for the benefit of its deposit account holders at, respectively,
the time of (1) the Bank's conversion in 1997 from a mutual savings bank to a stock savings bank,
and (2) the reorganization in 2005 of the Bank’s single-tier mutual holding company to its current
structure with the Company as a mid-tier holding company with public stockholders. Each of the
Liquidation Accounts was established in an amount, respectively, equal to the Bank's equity capital
as of the latest practicable date prior to each of the above events, and each Liquidation Account will
be maintained for ten (10) years from its establishment. Each of the Liquidation Accounts is divided
into sub-accounts representing the respective amounts of the holders' deposit accounts at the time of
the establishment of the amount of each Liquidation Account. Each of the Liquidation Accounts is
reduced in amount annually, as of the end of the Bank's fiscal year, to reflect any reduction in the
balance in any deposit sub-account at that time from the balance at the time of the previous
measurement. Sub-account balances, and accordingly the amount of each Liquidation Account, will
never increase irrespective of any increase in the balances in the respective deposit accounts. The
function of the Liquidation Accounts 1s (o establish pricrities for the distribution of the Bank's assets
among its depositors and the Company's stockholders in the unlikely event of the Bank's complete
liquidation, and their function shall not operate to restrict the use or application of the equity capital
of the Company.

Note 16. ACCUMULATED OTHER COMPREHENSIVE (LOSS) INCOME

Components of accumulated other comprehensive (loss) income, net of taxes, consist of the
following:

Unrealized
Income
(Loss) on Accumulated
Minimum Available- Other
Pension For-Sale Comprehensive
Liability Securities {Loss) Income
(In Thousands)
January 1, 2004 $ (1,750) % 3,778 $ 2,028
Change 226 (1,066) (840)
December 31, 2004 (1,524) 2,712 1,188
Change 1,188 (1,329) (141)
December 31, 2005 (336) 1,383 1,047
Change (4,070) 1,355 (2,715}

December 31, 2006 $ (4406) $ 2,738 § (1,668)
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Other comprehensive income (loss) is as follows for the years ended December 31, 2006, 2005 and
2004:

Year Ended December 31, 2006

Before-Tax Net-of-Tax
Amount Taxes Amount
(In Thousands)

Unrealized gains arising during the year $ 1,676 $  (569) § 1,107
Add reclassification adjustment for net gain
from sale of securities recognized in net

income 376 (128) 248

Unrealized gains on available-for-sale securities 2,052 (697) 1,355

Increase in minimum pension liability (112) 38 (74)

Adjustment to initially apply SFAS 158 (6,055) 2,059 (3,996)

Total $ 4,115 $ 1,400 $ (2,715)

Year Ended December 31, 2005

Before-Tax Net-of-Tax
Amount Taxes Amount
(In Thousands)

Unrealized losses arising during the year $ (2,337 $ 794 $ (1,543)
Add reclassification adjustment for net gain
from sale of securities recognized in net

income 324 {(110) 214

Unrealized losses on available-for-sale securities (2,013) 684 (1,329)

Decrease in minimum pension liability 1,800 (612) 1,188

Total $§ (213 $ 72 $ (141

Year Ended December 31, 2004

Before-Tax Net-of-Tax
Amount Taxes Amount
(In Thousands)

Unrealized [osses arising during the year $ (1,487 $ 506 $ (981
Add reclassification adjustment for net gain

from sale of and other than temporary

impairment of securities recognized in net

income (129) 44 (83)
Unrealized losses on available-for-sale securities (1,616) 550 (1,066)
Decrease in minimum pension liability 311 (85 226
Total $ (1,305) b 465 $ (840)
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Note 17. FAIR VALUE OF FINANCIAL INSTRUMENTS AND INTEREST RATE RISK

Financial Accounting Standards Board Statement No. 107, Disclosures About Fair Value of
Financial Instruments, requires disclosure of fair value information about financial instruments,
whether or not recognized in the statements of condition, for which it is practicable to estimate that
value. In cases where quoted market prices are not available, fair values are based on estimates using
present value or other valuation techniques. Those techniques are significantly affected by the
assumptions used, including the discount rates and estimates of future cash flows. In that regard, the
derived fair value estimates cannot be substantiated by comparisons to independent markets and, in
many cases, could not be realized in immediate settlement of the instrument. Statement No. 107
excludes certain financial instruments from its disclosure requirements. Accordingly, the aggregate
fair value amounts presented do not represent the underlying value of the Company.

Management uses its best judgment in estimating the fair value of the Company’s financial
instruments; however, there are inherent weaknesses in any estimation technique. Therefore, for
substantially all financial instruments, the fair value estimates presented herein are not necessarily
indicative of the amounts the Company could have realized in a sales transaction at cither December
31,2006 or 2005. The estimated fair value armnounts for 2006 and 2005 have been measured as of
their respective year ends, and have not been reevaluated or updated for purposes of these
consolidated financial statements subsequent to those respective dates. As such, the estimated fair
values of these financial instruments subsequent to those respective reporting dates may be different
than the amounts reported at each year end.

The information presented should not be interpreted as an estimate of the fair value of the entire
Company since a fair value calculation is only required for a limited portion of the Company’s
assets. Due to the wide range of valuation techniques and the degree of subjectivity used in making
the estimate, comparisons between the Company's disclosures and those of other banks may not be
meaningful.
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As of December 31, 2006 and 2005, the recorded book balances and estimated fair values of the
Company’s financial instruments were:

December 31,

2006 2005
Recorded Recorded
Book Book
Balance Fair Value Balance Fair Value

(In Thousands)
Financial assets:

Cash and cash equivalents $ 22,381 $ 22,381 $ 23,611 $ 23611
Available for sale securities 132,467 132,467 129,049 129,049
Loans receivable — net 1,033,355 1,022,881 859,700 851,152
FHLBB stock 9,836 9,836 8,498 8,498
Accrued interest receivable 4,473 4,473 3,717 3,777

Financial liabilities:

Regular savings 128,604 128,604 151,551 151,551
Money market and investment savings 96,442 96,442 98,363 91,255
Demand and NOW 179,738 179,738 176,561 176,561
Club accounts 211 211 206 206
Time deposits 479,516 479,359 334,715 335,858
Mortgagors™ and investors’

SSCrow accounts 5,320 5,320 4,794 4,794
Advances from FHLBB 178,110 175,137 130,867 128,311

Off-Balance Sheet Instruments: Loan commitments on which the committed interest rate is less
than the current market rate are insignificant at December 31, 2006 and 2005.

The Company assumes interest rate risk (the risk that general interest rate levels will change) as a
result of its normal operations. As a result, the fair values of the Company’s financial instruments
will change when interest rate levels change and that change may be either favorable or unfavorable
to the Company. Management attempts to match maturities of assets and liabilities to the extent
believed necessary to minimize interest rate risk. However, borrowers with fixed rate obligations are
less likely to prepay in a rising rate environment and more likely to prepay in a falling rate
environment. Conversely, depositors who are receiving fixed rates are more likely to withdraw funds
before maturity in a rising rate environment and less likely to do so in a falling rate environment,
Management monitors rates and maturities of assets and liabilities and attempts to minimize interest
rate risk by adjusting terms of new loans and deposits and by investing in securities with terms that
mitigate the Company’s overall interest rate risk.
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Note 18. PARENT COMPANY FINANCIAL INFORMATION

The parent company, Rockville Financial, Inc., a state-chartered mid-tier stock holding company
was formed on December 17, 2004 to reorganize Charter Oak Community Bank Corp. from a state-
chartered mutual holding company to a state-chartered two-tier mutual and stock holding company.
[t was inactive until it began operations on May 20, 2005 following the completion of the
reorganization and the minority stock issuance. The following represents the Parent Company’s
condensed statement of condition as of December 31, and 2006 and 2005 and condensed statements
of income and cash flows for the year ended December 31, 2006 and for the period May 20, 2005
through December 31, 2005 and should be read in conjunction with the consolidated financial
statements and related notes:

Condensed Statements of Condition

December 31, December 31,
2006 2005
(In Thousands)
Assets:

Cash and due from banks $ 34,481 5 36,777
Accrued interest receivable 25 26
Deferred tax asset-net 748 1,024
Investment in Rockville Bank 117,020 112,787
Due from Rockville Bank 2,088 -
Other assets 702 324
Total Assets $ 155,064 $ 150,938

Liabilities and Capital:

Accrued expenses and other liabilities 5 - b 33
Shareholders’ equity 155,064 150,905
Total $ 155,064 $ 150,938
Condensed Statements of Income
For the For the Period
Year ended May 20, 2005 to
December 31, December 31,
2006 2005
(In Thousands)
Interest and dividend income:
Interest on investments 3 470 3 258
Net interest income 470 258
Noninterest expenses:
Contribution to Rockville Bank
Community Foundation, Inc. - 3,887
Other 611 121
Total noninterest expense 611 4,008
Loss before tax benefit and equity in undistributed
net income of Rockville Bank 141 3,750
Income tax benefit 47 (1,275)
Loss before equity in undistributed net income of
Rockville Bank 94) (2,475)
Equity in undistributed net income of Rockville
Bank 6,948 5,901
Net income $ 6,854 ¥ 3,426
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Condensed Statements of Cash Flows

For the For the Period
Year ended May 20 through
December 31, December 31,
2006 2005

(In Thousands)

Cash flows from operating activities
Net income
Adjustments to reconcile net income to
net cash provided by operating activities
Contribution to Rockville Bank
Community Foundation, Inc.
Stock compensation expense
Undistributed income of Rockville Bank
Decrease (increase) in deferred tax benefit
Net change in assets and liabilities:
Accrued interest receivable
Net change in due from Rockville Bank
Other assets
Accrued expenses and other liabilities
Net cash provided by operating activities
Cash flows from investing activities
Capital investment in Rockville Bank
Net cash used in investing activities
Cash flows from financing activities
Net proceeds from common stock offering
Acquisition of common stock by ESOP
Acquisition of common stock
Cash dividends paid on common stock
Net cash (used in) provided by financing
activities
Net {decrease) increase in cash and cash equivalents
Cash and cash equivalents - beginning of period

Cash and cash equivalents - end of year

Supplemental disclosures of cash flow information:
Cash paid for income taxes

$ 6,854 $ 3,426
- 3,950

3,354 913
(6,948) (5,901)

276 (1,024)

1 (26)

(2,088) -
(378) (325)

(33) 33

1,038 1,046
- (38,500)
- (38,500)

- 81,299
(817) (7,068)

(962) -

(1,555) -
(3,334) 74,231
(2,296) 36,777
36,777 -

$ 34,481 S 36,777
$ 63 $ 1,850

As of December 31, 2006 and 2005, the Company had not engaged in any business activities other

than owning the common stock of Rockville Bank.
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Note 19. SELECTED QUARTERLY CONSOLIDATED INFORMATION (UNAUDITED):

The following table presents quarterly financial information of the Company for the years ended
December 31, 2006 and 2003:

For the three months ended,

December  September  June 30, March 31, December September  June 30, March 31,
31,2006 30, 2006 2006 2006 31, 2005 30, 1005 2005 2005

(In Thousands, except earnings per share and stock prices)
Interest and dividend

income $17.441 $16,852 $15332 $14,327 $13,553  $12,238 $11,791 $11,018
Interest expense 8,321 1,558 6,340 5,430 4,855 4,084 3,808 3,767
Net interest income 9,120 9,294 8,992 8,897 8,698 8,154 7,983 7,251
Provision for loan losses 260 414 557 450 650 450 850 750

Net interest income

after provision for loan

losses 8,860 8,880 8,435 8,447 8,043 7,704 7,133 6,501
Noninterest income 1,358 1,175 1,091 1,001 1,102 1,088 991 895
Contributions to Rockville

Bank Community

Foundation, Inc. - - - - - - 3,887 -
Other noninterest cxpensc{” 9330 6,811 6,354 6,530 6,566 6,023 5,908 6,119
Income (loss) before

income taxes 888 3,244 3,172 2,918 2,584 2,769 (1,671) 1,277
Provision for (benefit from)

income taxes 273 1,076 1,050 969 772 8381 (480} 360

Net income (loss)" § 615 $2168 $2122 $ 1,949 § 1,812 § 1,388 s(L9y 8 97

Basic and diluted earnings
per share $0.03 $0.12 $0.11 $0.10 $0.10 $0.10  $0.11)@ N/A

Stock Price (per share):
High $18.06 $1490 31500 $1500 $14.00 $1579 $12.689% 5-
Low $1424  $14.05  $1355  $13.17  $12.67 31200 $9.72® $-

(1) In the fourth quarter of 2006, other noninterest expense included $2,402,000 in restricted stock and stock option
expenses for directors and officers. Refer to Note 12 for additional information on stock-based COmpensation.

(2) The Company's eamings per share for the second quarter of 2005, reflects activity from May 20, 2005 to June 30,
2005 following the Company’s stock offering.

(3) The Company’s stock price history for the second quarter of 2005, reflects stack trading from May 23, 2005 to
June 30, 2005 following the Company’s stock offering.
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Item 9.

Item 9A.

Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

There were no changes in or disagreements with accountants on accounting and financial disclosure
as defined in Item 304 of Regulation S-K.

Controls and Procedures
Disclosure Controls and Procedures:

Our disclosure controls and procedures are designed to ensure that information the Company must
disclose in its reports filed or submitted under the Securities Exchange Act of 1934, as amended (the
“Exchange Act™), is recorded, processed, summarized, and reported on a timely basis. Our
management has evaluated, with the participation and under the supervision of our chief executive
officer (“CEQ™) and chief financial officer (“CFO"), the effectiveness of our disclosure controls and
procedures {as defined in Rules 13a-15(e) and 15d-15(e) of the Exchange Act) as of the end of the
period covered by this report. Based on this evaluation, our CEO and CFO have concluded that, as of
such date, the Company’s disclosure controls and procedures are effective in ensuring that
information relating to the Company, including its consolidated subsidiaries, required to be disclosed
in reports that it files under the Exchange Act is (1) recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and forms, and (2) accumulated and
communicated to our management, including our CEO and CFO, as appropniate to allow timely
decisions regarding required disclosure.

Material Changes in Internal Controls Over Financial Reporting:

None

Management’s Report on Internal Controls Over Financial Reporting:

The Company’s management is responsible for establishing and maintaining adequate internal
control over financial reporting. The Company’s internal control system is designed to provide
reasonable assurance to our management and the board of directors regarding the preparation and
fair presentation of published financial statements. Nonetheless, all internal control systems, no
matter how well designed, have inherent limitations. Even systems determined to be effective as of a
particular date can provide only reasonable assurance with respect to financial statement preparation
and presentation and may not eliminate the need for restaternents.

The Company’s management assessed the e¢ffectiveness of the Company’s internal control over
financial reporting as of December 31, 2006. In making this assessment, management used the
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in
Internal Control—Integrated Framework. Based on our assessment, we believe that, as of December
31, 2006, the Company’s intemal control over financial reporting is effective based on those criteria.
Refer to the Report of Management on Internal Control Over Financial Reporting appearing on page
F-1 of the Consolidated Financial Statements contained in Part II, Item 8 of this 10-K.

The Company’s independent registered public accounting firm has audited management’s
assessment of the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006, as stated in their report appearing page F-2 of the Consolidated Financial
Statements contained in Part IL, [tem 8 of this 10-K.

Item 9B. Other Information

Not applicable.
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Part II1

Item 10,

Item 11.

Item 12.

Item 13.

Item 14.

Directors, Executive Officers and Corporate Governance

The information required by this Item is incorporated into this Form 10-K by reference to the
Company's definitive proxy statement (the "Definitive Proxy Statement") for its 2007 Annual
Meeting of Sharcholders, to be filed within 120 days following December 31, 2006.

Executive Compensation

The information required by this Ttem is incorporated into this Form 10-K by reference to the
Company's definitive proxy statement (the "Definitive Proxy Statement™) for its 2007 Annual
Meeting of Sharcholders, to be filed within 120 days following December 31, 2006.

Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

The information required by this Item is incorporated into this Form 10-K by reference to the
Company's definitive proxy statement (the "Definitive Proxy Statement™) for its 2007 Annual
Meeting of Shareholders, to be filed within 120 days following December 31, 2006,

Certain Relationships and Related Transactions, and Director Independence

The information required by this Item is incorporated into this Form 10-K by reference to the
Company's definitive proxy statement (the "Definitive Proxy Statement™) for its 2007 Annual
Meeting of Shareholders, to be filed within 120 days following December 31, 2006.

Principal Accountant Fees and Services

The information required by this Item is incorporated into this Form 10-K by reference to the
Company's definitive proxy statement (the "Definitive Proxy Statement"} for its 2007 Annual
Meeting of Shareholders, to be filed within 120 days following December 31, 2006.
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Part IV

Item 15. Exhibits, Financial Statements and Financial Statement Schedules

a) The consolidated financial statements, including notes thereto, and financial schedules required in
response to this item are set forth in Part 11, Item 8 of this 10-K, and can be found on the following

pages:
Page No.
1. Financial Statements
Report of Management on Internal Control Over Financial Reporting ..o F-1
Reports of Independent Registered Public Accounting Firm ... F = 2
Consolidated Statements of CoOndItion .........ccevurrereernerceccrrisssisessssesissesissssene B = 3
Consolidated Statements 0f [NCOME ...o..o.vvovrvriaevasciereerercrneemsiesensemsoscserrecnsersassnisarenss F = 6
Consolidated Statements of Changes in Stockholders’ EQUity .......cocooccoevcecccninininniennn. F - 8
Consolidated Statements of Cash FIOWS..coovoericirsrsresrmrs e seses s sensssensssons = 9
Notes 10 Consolidated Financial Statements .......ococceeervererverrernesreronsrervnsrervaesesmsesssesnsns F = 11

2. Financial Statement Schedules

Schedules to the consolidated financial statements required by Article 9 of Regulation 5-X and
all other schedules to the consolidated financial statements have been omitted because they are
either not required, are not applicable or are included in the consolidated financial statements or
notes thereto, which can be found in this report in Part IL, [tem 8.

3. Exhibits:

3.1

32

3.3

10.1

10.1.1

10.2

10.2.1

Certificate of [ncorporation of Rockville Financial, Inc. (incorporated herein by
reference to Exhibit 3.1 to the Registration Statement on the Form S-1 fited for
Rockville Financial Inc., as amended, initially filed on December 17, 2004 (File No.
333-121421))

Bylaws of Rockville Financial, Inc. (incorporated herein by reference to Exhibit 3.2 10
the Quarterly Report on Form 10-Q filed for Reckville Financial, Inc. on May 13,
2005)

Form: of Common Stock Certificate of Rockville Financial, Inc. (incorporated herein by
reference to Exhibit 4 to the Registration Statement on the Forin S-1 filed for Rockville
Financial, Inc., as amended, initially filed on December 17, 2004 (File No. 333-
121421))

Employment Agreement by and among Rockville Financial, Inc., Reckville Bank and
william J. McGurk, effective May 20, 2005 (incorporated herein by reference to
Exhibit 10.4 to the Post Effective Amendment No. 1 to the Registration Statement on
Form S-1 of Rockville Financial, Inc, filed on April 22, 2005)

Amendment dated December 22, 2006 to the Employment Agreement dated as of May
20, 2005 between Rockville Financial, Inc., Rockville Bank and William J. McGurk
filed herewith.

Employment Agreement by and among Rockville Financial, Inc., Rockville Bank and
Joseph F. Jeamel, Jr., effective May 20, 2005 (incorporated herein by reference to
Exhibit 10.4.1 to the Post Effective Amendment No. | to the Registration Statement on
Form S-1 filed for Rockville Financial, Inc. filed on April 22, 2005)

Amendment dated December 22, 2006 to the Employment Agreement dated as of May
20, 2005 between Rockville Financial, Inc., Rockville Bank and Joseph F. Jeamel, Jr.
filed herewith.

| 67 |




r\

2006 ANNUAL REPORT

10.3

10.3.1

10.4

10.4.1

10.5

10.5.1

10.6

10.6.1

10.7

10.8

10.9

10.10

10.11

21
23
311
312
320

Employment Agreement by and among Rockville Financial, Inc., Rockville Bank and
Gregory A. White effective May 20, 2005 (incorporated herein by reference to Exhibit
10.4.2 to the Post Effective Amendment No. | to the Registration Statement filed on
Form S-1 filed for Rockville Financial, Inc. filed on April 22, 2005)

Amendment dated December 22, 2006 to the Employment Agreement dated as of May
20, 2005 between Rockville Financial, Inc., Rockville Bank and Gregory A. White
filed herewith.

Employment Agreemerit by and among Rockville Financial, Inc., Rockville Bank and
Kristen A. Johnson, effective May 20, 2005 (incorporated herein by reference to
Exhibit 10.4.2 to the Post Effective Amendment No. 1 to the Regisiration Statement
filed on Form 8-1 filed for Rockville Financial, Inc. filed on April 22, 2005)

Amendment dated December 22, 2006 to the Employment Agreement dated as of May
20, 2005 between Rockville Financial, Inc., Rockville Bank and Kristen A. Johnson
filed herewith.

Employment Agreement by and among Rockville Financial, Inc., Rockville Bank and
Charles J. DeSimone, Ir., effective May 20, 2005 (incorporated herein by reference to
Exhibit 10.4.2 to the Post Effective Amendment No. | to the Registration Statement
filed on Form S-1 filed for Rockville Financial, Inc. filed on April 22, 2005)

Amendment dated December 22, 2006 to the Employment Agreement dated as of May
20, 2005 between Rockville Financial, Inc., Rockville Bank and Charles J. DeSimone,
Jr. filed herewtth.

Supplemental Savings and Retirement Plan of Rockville Bank (incorporated herein by
reference to Exhibit 10.13 to the Pre-Effective Amendment No. 1 to the Registration
Statement filed on Form S-1 filed for Rockville Financial, Inc. filed on March 29,
2005)

First amendment to Exhibit 10.6, the Supplemental Savings and Retirement Plan of
Rockville Bank (incorporated herein by reference to Exhibit 10.2.2 to the Company’s
Annual Report on Form 10-K for the year ended December 31, 2005 filed on March
31, 2006)

Rockville Bank Officer Incentive Compensation Plan (incorporated herein by reference
to Exhibit 10.2.3 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 2005 filed on March 31, 2006)

Rockville Bank Supplemental Executive Retirement Agreement for Joseph F. Jeamel,
Jr. (incorporated herein by reference to Exhibit 10.9 to the Registration Statement filed
on Form S-1 filed for Rockville Financial, Inc. filed on December 17, 2004)

Executive Split Dollar Life Insurance Agreement for Joseph F, Jeamel, Ir.
{incorporated herein by reference to Exhibit 10.11 to the Registration Statement filed
on Form S-1 filed for Rockville Financial, Inc. filed on December 17, 2004)

Rockville Bank Supplemental Executive Retirement Plan (incorporated herein by
reference to Exhibit 10.12 to the Registration Statement filed on Form S-1 filed for
Rockville Financial, Inc. filed on December 17, 2004)

Rockville Financial, Inc. 2006 Stock Incentive Award Plan (incorporated herein by
reference to Appendix B in the Definitive Proxy Statement on Form 14A for Rockville
Financial, Inc. filed on July 3, 2006)

Standards of Conduct Policy - Employees filed herewith,

Subsidiaries of Rockville Financial, Inc, and Rockville Bank filed herewith.

Consent of Independent Registered Public Accounting Firm filed herewith,

Rule 13a-14(a)/15d-14(a) Certification of the Chief Executive Officer filed herewith,
Rule 13a-14(a)/15d-14(a) Certification of the Chief Financial Officer filed herewith,

Section 1350 Certification of the Chief Executive Officer and Chief Financial Officer
attached hereto,
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SIGNATURES

Pursuant to the requitements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report 1o be signed on its behalf by the undersigned, thereunto duly authorized.

Rockville Financial, Inc.

By: /s/ William J. McGurk
William J. McGurk
President, Chief Executive Officer
and Director

and

By: /s/ Gregory A. White
Gregory A. White
Senior Vice President, Chief
Financial Qfficer and Treasurer

Date: March 16, 2007
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Pursuant to the requirements of the Securities Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signatures

Title

Date

/s/ William J. McGurk

William J. McGurk

/s/ Gregory A. White

Gregory A. White

/sf Michael A. Bars

Michael A. Bars

/s/ C. Perry Chilberg

C. Perry Chilberg

/s/ David A. Engelson

David A. Engelson

/s/f Raymond H. Lefurge, Jr.

Raymond H. Lefurge, Jr.

fsf Stuart E. Magdefrau

Stuart E. Magdefrau

/s/ Thomas S. Mason

Thomas S. Mason

{s/ Peter F. Olson

Peter F. Olson

/s/ Betty R. Sullivan

Betty R. Sullivan

President, Chief Executive Officer and Director

(Principal Executive Qfficer)

Senior Vice President, Chief Financial Officer and

Treasurer

(Principal Financial and Accounting Officer)

Director

Director

Director

Vice Chairman

Director

Director

Director

Chairman

March 16, 2007

March 16, 2007

March 16, 2007

March 16, 2007

March 16, 2007

March 16, 2007

March 16, 2007

March 16, 2007

March 16, 2007

March 16, 2007
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ROCKVILLE FINANCIAL, INC.

Stock Listing
Ticker Symbol: RCKB
Website: www.nasdag.com

Shareholder Services Agent
Registrar and Transfer Company
10 Commerce Drive

Cranford, NJ 07016

{300) 368-5948

WWW.Itco.com

Independent Auditors
Deloitte & Touche, LLP
Hartford, Connecticut

Corporate Counsel
Tyler Cooper & Alcomn
Hartford, Connecticut

Shareholder Contact
Marliese L. Shaw
Rockville Bank

25 Park Strect
Rockville, CT 06066
(860) 291-3600

Investor Information

Copies of reports filed with the Securities
and Exchange Commission are available
without charge through the Internet at
WWW.SCC.EOV.

The exhibits to the Rockville Financial, Inc.
Annual Report on Form 10-K, which is part of
this report, and as filed with the Securities and
Exchange Commission, are listed in the exhibit
index of the Form 10-K, and a copy of those
cxhibits is available without charge by written
request to the shareholder contact above, or
through the SEC website referenced above.

{2} Equal Housing Lender

Member FDIC

Executive Offices

1645 Ellington Road
South Windsor, CT 06074
{860) 291-3600

Officers
William J. McGurk
President and Chief Executive Officer

Joseph F. Jeamel, Jr.
Executive Vice President

Gregory A. White
Senior Vice Presidemt, Chief Financial
Officer and Treasurer

Judy L. Keppner
Corporate Secretary
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